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ABSTRACT 
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Mfifcm Ci&ifosnia State ^University and Colleges' (CSUC) 
Early Retirement Incentive (ERI) Program is described, and 
information is. presented, of .those who retire during a three-month 
period with an incentive bonus of- two additional years of (unearned) 
retirement. service- credi-t. During the eligibility period 1,047 CSUC 
employees retired, and i^ppearsrthat from 865 to. 92575? these 
retirements would not have occurred in the absence, of the ERI 
program. Of the 1,047 employees who retired under the ERI program, 
facultv memb*£>- constituted the single largest occupational group, 
with 42£>rexirees. The 169 secretarial employee retirees were— the 

_ t group, followed by service employees. and technical 
employees. .While whit<* aale3 represented 49.1 percent of all 
full-time CSUC employees in 1979, they comprised 59.9 percent of- the 
ERI program participants. Most of those who retired under, the ERI 
program indicated that the two years' additional service credit bonus 
was significant % f actor in their decisions to retire..' A statistical 
modjel .of retirement behavior identified .four factors as the primary 
determinants of retirement on 19^8-7S./and 1979-80: age, ffnal 
compensation*, the value of the, retirement annuity,- and whether the 
ERI program was in effect. The total, cost of funding the two years' 
additional service credit bonuses was $11.1 million, with $6.6 
million attributable to faculty and $4.5 million to nonf acuity 
retirements. Questionnaires are appended. (SR) ' 
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. • SUGARY AND RECOMMENDATION . ■ 

SUMMARY OF FINDINGS 
Introduction 

1. Chapter 656, Statutes of 1979 (AB 876) authorized the creation 
of an Early Retirement Incentive (ERI) program Yor employees of the 
California State University and Colleges (CSUC). 

2. The passage of AB 876. resulted primarily from the Legislature's 

„ • , 

concern that layoffs be averted, should the fSUC face budgetary stringea- 

« ■ 

cies which could result in "...an impending, curtailment of, or change in 
the mariner of providing services." ^ 

3. The CSUC Early Retirement Incentive program was approved by the 
Governor in March 1980, in. response to concerns expressed by CSUC th# 
layoffs might result if -Proposition 9 (the Jarvis income tax initiative) 
were approved by the electorate.* Because Proposition 9 was defeated, no 
layoffs occurred within CSUC and, consequently, the issue of the ERI 
program's effectiveness in preventing layoffs was rendered moot. 

\ 

Chapter I: Description of the CSUC Early Retirement Incentive Program 

1« The CSUC Early Retirement -Incentive program provided qua! ified 
CSUC employ ees who retired, during a specified eligibility period within 
incentive bonus of two additional years of (unearned) retirement service 
credit. — — ^ 

. ■ ■ ' i 

, 'Chapter II: -Those W ho Retired 
.• ' T f 1 

i . 1. During the three-month .period that the ERI program was in 
effect, 1,047 CSUC employees retired. Even after allowing for norwl 



retirement activity and the fact that some employees postponed their retire 
, ments to take -advantage of the program, 'it appears that from 865 to 925 of 
these retirements would not have occurred in the absence of the ERI 
program. ' / 

2. Of the 1,047 CSUC employees who retired under the ERI program, 
faculty members constituted the single largest occupational group^'witt <"S 
retirees. Secretarial employees, with 169 retirees, -constituted the next 
largest group, followed by service employees and technical employees. 

3. ^ -Whites comprised the single largest racial group of retirees*, 
•accounting for 963 (92.0* percent) of ( theT,047 participants in the ERI - 

.program. Black retirees placed a distant second, with 3.4 percent of the 
total, followed by Asians and Hispanics. 

4. White males retired in numbers disproportionate* to their share 
of total employment in the CSUC system. Wh1»l*\rtTHfe males represented 49.1 
percent of all full-time CSUC empl oyeeA in 1979, they comprised 59.9 per- 
cent of the ERI program participants. \ 

5. By inducing many employees to retire earlier than they would 
have otherwise, the ERI" program has created additional opportunities for 
CSUC to address affirmative action goals. At the same time, however, CSUC's 
ability to achieve dramatic changes in the percentage distribution "of 
employment by race and sex is limited by the small number of positions 
vacated relative to the total number of positions in the CSUC system. 

6. Our analysis indicates that, while the ERT program may be viewed 
as a useful adjunct to an existing affirmative action program, it is doubtful 
whether the program could be justified on this basis alone, absent a demon- 
stration that is the most cost-effective means to achieve affirmative action 
goals. • 
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e " . ' Chapter III: Why Employees Retired ^ 

1. Most of those who retired under the ERI program did not retire 
significantly earlier than they would have otherwise. A survey of CSUC 
employees eligible for the program Indicates that 65,4 percent of the non- 
faculty and 97.4 percent of the faculty retirees would have retired within 
- three years, had the ERI program not been available. 

I Participants in the ERI program indicated that the two years* 

additional service credit bonus was a significant factor in their decisions 
to retire. Fully 82.3 percent of the faculty and 87.8 percent of the non- 
t faculty retirees felt that the bonus was "important" or "very important" in 
their decisions to retire under the programV These retirees also rated the 
potential impacts of Proposition 9 as of much less Importance 1n their 
retirement decisions. 

3. A statistical model of retirement behavior, developed for this 
report, identifies four factors — an employee's age^ his final 
compensation, the .value of his retirement annuity, and whether the ERI 

I 4 

\ . program was in effect — «s the primary determinants of retirement behavior 

among CSUC employees in 1978-79 and 1979-80. Using these factors, the 

- - model accurately predicts retirement behavior in 94 percent of the cases on ] • 

• / which ijLis based. v 

4. ' Results of the retirement b^havlor'model indicate that the ERI 
p^gram had a dual impact on the retirement behavior of^CSUC employees. 
First,, by offering an employee an increase in the value of his retirement 
annuity, the program increased the probability that the employee would — 
retire. Second, because the ERI program waVoffered for a limited time 
only, the program caused an increase in the Employee's probability of 
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retirement, apart from that whtt|||ii1 ghtr nortnaHy have been expected We to 
the increase Jn the value of' theflfenuity. ' . 



v - 5. Results of the ret ire^M behavior model further indicate that 
the high .level, of participation inlSe ERI program is largely attributable 
to the fact' thSt the program was pffeW for a limited time only, on a "now 
or 'neverf "taice it" Or "leave It'VbasMf ^us, it would clearly be • 
incorrect to -conclude that, if the Ep>rogram were adopted on a permanent 
basis, or even offered with predictabf|lfrequency, participation rates > 
similar to those of the original prog&Odould be*sustained. 

Chapter IV: Fiscal Impact of the ERI Irfeatn . 

1. The* total cost of funding thljiwo years* additional service cre- 

' ■ Waff' • <■' 

dit bonuses* provided to ERI program Ye$»s amounted to $11.1 million, 
with $6.6 million 'attributable to faculfend $4.5 million to non-faculty 



retirements. The- average cost per reti rWm t of funding the bonuses was 

• • •• tw& - 

approximately $13,600 for faculty and $8|p) for non^faculty. 

2. Our analysis indicates that, fMffaculty, the CSUC Early 



Retirement Incentive program pays for 1.ts|J^ in that net compensation 
savings resulting from the prorjram more tfifijj offset the cost of' the bonuses. 
A comparison of projected costs with and j|i[t|out the ERI program, based on 
a computer simulation model of 329 facul^Msitions vacated during the * 

program," indicates that the program will *jj$sllt in net savings of up to 

• ■ 'V\ 
$6. 8, mil lion in the first seven years. L;*i • f 

if.'.i * 

Ml. *■ 

3. Based on the fiscal impacts projected by the faculty simulation 
model,, our analysis also^indicates that, l\ similarly high levels of par- 
Ucifwtion and cost savings are to be achi#\fed in future CRI-tyjie programs 



^offere&.CSUC faculty, the next such 'program Should not be offered until 

• *»• ■ 4 \ \ ' ' * ■ - i \ 

,$8^87* at the earliest. / * ' 

. "A 4. Our analysis' indicates that the. ER I -program is "not a cost-' 
'.effective means of inducing *non-f acuity employees to retire". This is, 
because the potential savings associated* with each non-faculty -position 



vacated Is greatly outweighed by the cost of funding the two years* addi-* 
tlonal service credit bonus. This conclusion would also apply to other 
ERI-type programs covering employees in occupations that do not have broad 
salary scales. ■ 
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RECOMMENDATION f , * ~ * • 

We recommend that, if the legislature decides to offp r an'Early * . 
* ; - * v r : r — - * ■• 

Retirement Incentive-type -program to CSUC em ploy es in the future T ( 1) 

such a progranrfnciude a s one of Its elements a limited eligibility 
period, similar to that of .t he original program (three months) and (2) 
such a program not be offered .untKl 1986.87. at the earliest, because^ur 
analysis indicates that^ • . 0 " r „> 

' ' Jhe high", Wvel particip ation in the original program (and the 
consequent cost savings f or faculty) is largely attributable to 
the fact that the.ERl p rpgramjos offered for a limited" time 
only; and ■"***..- o 

. ' *' The .optimal frequency of offering an P Rr-type program to- CSUC , 
faculty Is no more" thatf every seven to eight years- 
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0' tar!/ ircrent !r'CHM:vv ^rj'^r,: ?r.r ^ ; 1 cy,"t ' * •» 

California S*4V Sjn* verify and Cc'le^eS [C. l . t ;• 

tne jcvernjr "and the "S ; C cjarri o* >u$!t'v>. *pr • - t c > "* t 

CSjC ery„ye->^ were e' ~' *»■ # c '-o y*.* r : .* •••'•V ^ J t 

ret'r^-ent service credit terras '^ir retirere*** >r^r # n-; v trr, 

(i) reared during 4 Qr ' *o !-/-;?ay e* :sii>* • • 1/ ;<?rv;C :>;-*< %4 f 

( the Go pernor, 4r,<: . * 

'?) 4* the t s ^e »*etir^en;, uj *ero j$e SC u r ':icpr 
possessed fwe or rore yeara 0* ser/:ce crerffed to tne 
Public Ef^oyees 1 ^etirerfer* -yste.- or fe btat* 

*eac>ers' Retirement Sys*e*" oTPS). 
In-cracPce, ttjTS ^eant that an eligiMe ^floyev cou'd * r >creJ r ,e d^sa' 
re'T^ent annuity -V frc* to 4. 'A ;^rtent ' n 'ipjI ;ov, i( :;or, 

? defined as *he average saNry r-j A3 erpioyee d^f «% tne thrt-»» ,-e«r> 
1^3 2 lately precedmy retirement) by electing to rp»_ir<r ^rtjer -'i 
r-r^gr^. 



*♦? ^ /fj f urine' sc*c % *'eJ tnjt tne cos* 0* * l t .<Miti:rdi v. >* >"> 
service :red** #H he f^rc*-"! \v "v ~~,S r r^t^'% ^ 

: K eci ^Cd ' !y, the 5Ct required t*e JX^r-i :r, tr-sro-it to r " J * -r. 

a^Q^n* e<;^ 1 , »d*e^t to tne 4ct # * ^ ^ ;rt ^* t** ji^ * ^jf / -r,^ 

~*nt oenef*ts cre*te2. 'The ict^jr^l ; recent /a" f » o ^j^* *.^t r ^, 

> 
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increases v 1n the annual level of benefit payments and the expected rate'of 
» * * 

' return earned on *tfie deposit.): * 

i 

In discussions with staff of the Legislative Analyst's Office and m 
Testimony before the Legislature at the time AB 876 was under con- 
sideration, SSUC representatives maintain,^ that the bill would "pay. for 
itself," Specifically, they stated that the costs of the ERI. program would 
be fully funded out of salary savings resulting from eilher or bo^h of the 
following; (X) hofding vacated positions open, or (2) filling vacated 

* 

positions with employees at a lower salary level.- Consequently, the 

? - • 

legislature approved A8 876 witffthe understanding that any costs would be 

absorbed within the regular CSUC support budget, and no appropriation was 
provided* - - ] 

•finally, AB &?& directed the Legislative Analyst, to. ".^evaluate 
'the results of the early, retirement incentive program-. . .and its effec- 
tiveness in preventing 'layoffs." The legislation was repealed by force of 

its own provisions on June 30, 1980. 9 

* 

Layoffs. Primary. Concern 

The*passage of Aji 876* resulted primarily from the Legislature's 

desire to avoid layoffs, should the California c tate University and 

Colleges face budgetajj^s^ringenpes that threatened " lT T7,an impending 

curtailment of, or ch3m}e in the manner of performing services/ 1 Not men- 

tioned in the authorizing legislation, but expressed by the CSUC Trustees, 

was the additional belief that, shou budgetary reductions fail to 

materialize, the ERI program would present -significant opportunities for:. 

{1} hiring and promoting younger professors in-* he faculty ranks and (?) 

nsring vomer* and members of ethnic minorities in all employee classficution 
• * f 

-2- 
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• '". The Early Retirement Incentive program was approved by the Governor 
and the Board of Trustees jri late March 1980, At that time, there was a* 

r • * • 

great deal of concern within the 'Q${£ system that the electorate would • 
approve Proposition 9 (the Jarvis income tax initiative). This concern 
ultimately proved unwarranted, as the initiative was not approved. Thus, 

• * 

because Proposition 9 was no£ enacted, the effectiveness of- the -ERI program 

in preventing layoffs became a moot issue; simply put, there .were no 

T - . • . • v 

layoffs to prevent, .. . 

- Although the Early Retirement Incentive program* s*effectiveness in 

preventing layoffs was not test-ed, other important aspects of the program 
remain? to be evaluated: Who retired* under "the ERI program? Why did- they 
retire? How much of -an incentive was provided by the two years of addi- 
tiqnal retirement service credit? *How did the program affect CSUC's affir- 

• mative action efforts?. Did the ERI program, intact," pay for itself? The 
" analysis of these issues is the tasfc of this reprt, which is divided into 
four parts as follows: ...... 

■ . I. Description of the CSUC Early Retirement Incentive Program 
. II. Those Who Retired 
III. Why Employees Retired 
. ... IV. Fiscal Impact of the ERI Program 

Readers interested in the more technical aspects of how the analysis 
was conducted may profit from reading Appendix 0, "A Note on Research 
Methodology," prior to embarking on the main body of the report. It is by" 
no means necessary, however, that the general reader do so" in- order to 
understand the anaiysis and conclusions developed below. 
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I, DESCRIPTION OF THE CSUC EARLY RETIREMENT 
\ . INCENTIVE PROGRAM 



A, ELEMENTS OF THE ERI PROGRAM 



The CSUC Early Retirement Incentive program, as created by A8 876, 
provided thajt qualified \^iC employees who retired during a specified eli- 
gibility period would receive an incentive bonus of two additional years of 
(unearned) retirement service credit. 

Qualified CSUC Employees' r ■ 

s The ERI program was available to all CSUC employees {faculty and 
non-faculty) who* as of June 29', 1980: (1) were at least 50 years of age 
and (2) possessed .a total of at least(five years of service credited to 

either the Public Employees* Retirement -System (PERS) or the State 

, ' %. • 

Teachers' Retirement System (STRS). or both. 

• -• • . 

Eligibility Period ' 

The eligibility period for participation in the ERI program encom- 
passed tnfee months, from March 27 to w*<ne 29, 1980. To participate in the 
program, an employee's effective retirement date had to fall within this 
three-month period. 

• Incentive Bonus 

. As an incentive to induce qualified CSUC employeesto retire fearly, 
the, ERI program offered a bonus of two years of additional unearned 
, retirement service credit/ 

In order to discuss the value to the employee of this bonus, it is, 
necessary to understand how the retirement annuity is determined. For members 

-5- 



of the Pub! ^Employees Ret t repent "System. (PERS), who constituted* the 
vast inajori-ty of those eligible fof tfie^fRI progranu^he basic reti ament* 
-a nnuity is jased? on t h ree f actor s ; — fl^the-employee's final compensation 
(defined as the averageSalary paid the employee during the thre£ years 

inunediately preceding retirement), (2) the years of service in PC^S-covered 

* » 
♦ 

employment credited to the employee, and (3) the .percentage of final com- 
pensation to which the employee is entitled for each year of credited ser- 



vice. These three factors are related Jj^'tfifr so-called M 2 percent at 60 
formula." 
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; ^ Table 1 shows the percentage of final compensation to which an 

! "1 / • * * '* / r ~ 

employee el igible for retirement is entitled under th^ u 2 percent at 60 

forwla"» for various ages and years of service credited to PERS. As the 

table illustrates, the percentage of final compensation per year of service! 

to which the employee is entitled increases as the employee's age of 

retirement increases from age 50 to age 63. Thus, an employee retiring at 

age 50 would be entitled to 1.092 percent of his finql compensation per 

year of service credited, while, an employee retiring at • age 63 would 

receive 2.418 percent .of his final compensation per ^ear of service ere- 

dited. Beyond age 63, the percentage of final compensation per year of . 

service remains 'constant at 2.4t& percent. 

To take a specific example, the table shows that*an employee 

retiring at age 55 with 30 years 1 service credited t PERS would be 

\~ * 
entitled to /a retirement 4 annuity of 43.8 percent of his fiiial compensation. 

% , 

If this .same employee were to .retire instead at age 63, with 38 years of 

^ ■ - ' * 

service credit, his annuity woufd equal '91.88 percent of tyis final , 

compensation. * 

In the example just presented \ i$ is tempting to conclude that the , 

employee 7 would be fetter off" if he were to wait until age 63 to retire, 

since an annuity equal t6 92 percent of final compensation is worth 

more per year than an annuity equal to 44 percent of final compensation. 

* • • * 

In*addLilM%^e employee \s final compensation calculated at age 63 is 

likely to be greater than that calculated at age 55, further .enhancing the 

annual value of the annuity received >y retiring later. 

• . Despite these factors, however, ifwould not be correct to conclude 

that the employee is unequivocally "better off' by retiring later, for two 



reasons. First, the later the employee retires, the fewer years he 
.wi^-bax^tcu^ So, While he will- be - 



receiving, more 'per year , he will also be receiving fewer, years 'of. 'retire- 
ment payments. Second, in order to know if cm. employee is "better Dff" by 
retiring later, it is necessary to know how much a dollar of retirement 
annuity, received one; year. from now, U_worth to the employee at the pre- 
sent tfflie ;< This is referred to as the employee's "rat^ of time -preference. 
-Because both of these factors - the remaining expected lifetime of the 
retiree and his rate of time preference — aro unique for each employee, 
there is no satisfactory way to compare- the values of tfie. various annuities 
to which the employee is entitled by retiring at different times. By using 
the concept of an actuarial present value . however, it is possible to 
approximate in a single number the value of a given, annuity, thus facili- 
tating valid comparyqns. 0 . ? , 

B. • JHE CONCEPT OF ACTUARIAL PRESENT VAJJiE^.,. ':'""''* 

The Actuarial Present Value^APV^ translates * stream ofVuture 
annuity payments into a single dollar amount,. expressed in current dollars. 
Simply stated, it ijs that amount which, if deposited at the 'time of an 
.employee's retirement, would be just sufficient to pay tha*t employee's 

• v j t * * 

retirement benefits over his remaining expected" lifetime (allowing for such 
factors as expected statutory increases in the annual, level of. benefit, 
payments and the expected rate of return earned^ the deposit). ' 

The APV may also be viewed' as the lump sum payment 'which the 
employee would be "willing to accept in lieu of a stream of annuity 
payments, if: ,(1) the employee's expected future life span equalled the 
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average f*r all employees in his age and sex cohort, as determined by the 
retirement system's actuaries and (2). the employee's rate of time pre- 
ference equalled the rate of return on invested funds assumed by the 
retirement* system 1 actuaries. In this sense* then, the APV of the future 
stream of annuity payments represents an approximation of cheir value to* 
the employee. . • ~ . , 

Table 2 

Actuarial Present Value 
Of Two* Years Additional Service Credit, 
By Age at Retirement and Final Compensation 9 / - 
(increment to annual annuity payment in parentheses) 



Final 




_ Age at Retirement 






Compensation 


50 


55 


' 60 


65 


70 - 


$ 5,000 


$ 1,145 
($109) 


' $ 1,391 
($146.) ■ 


$ 1,702 
($200) 


$ 1,793 
($242) 


$♦ 1,516, 
($242) 




(218). 

» 


3,436 
• (292). 


, 4.203 
1400) 


(484) 


(484 V 


15,00.0 


4,514 
(328) 


5,481 
_ (.438) 


' 6,703 
(600) 


7,066 
(725) 


5,975 i 
(725)j 


20,000 


«6,199 
- (437) 


' 7,525 
• (,584) 


9,204 

(800) 
b 


9,703 
, (967) 


8,205 
(967) 


25,000 


' 7,883 
(546) 


- 9,570 ' 
(730) 


11,705 
(1,000) . 


12,339 
(1,209) 


' 10,434 
(1,209) 


30,000 . 


9,568 
(655) 


•: 11,615 
(876) 


• 14,206 
11,200) 


14,976 
(1,451) 


' 12,663 
' (U451) 


35,000 


11,252 . 
(764) 


13,660 
(1,022) 


16^7 
(1,400) 


17,613 
(1,693) 


14,893 
(1,693) 


40,00.0 


12,936 . 
(874) 


15,705 
(1,168) 


19,208 
(1,600) 


20,249 
(1,934) 


17,122 
(1,934) 


45,000 ; 


14,621 
(983)' 


17,750 
(1,314) 


21,709 , 
(1,800) . 


22,886 
(2,176) 


'19,351 
(2,176) 



T~. Figures presented are for a married, male employee, covered" by 
Social Security. 
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Table 2 presents the value of the two years of additional retirement 
•service credit, both in Actuarial Present Value terms and as a n incr ement 
to the employee's annual retirement annuity, for a married, wale employee 
who is covered by Social Security. 1 For example, the table shows that the 
additional service credit increases the annuity to an employee, age 60, 
having final compensation equal to $35,000, by $1,400. This increase is 
equivalent to a lump sum grant of $16,707 to the retiring employee. 

The table shows that the value of the retirement annuity (in either. 
APV or annual dollar terms ) for an employee of a given age is greater, the 
greater is his final compensation. A similar, positive relationship exists 
between the employee's agt/ and^the value of his annuity, 'but only up to age 
63. This is because, as Tab'le 1 shows, the percentage of final comoen- 
satibn per year of service credit which, is provided by'the annuity levels 
off at age 63, at 2.418 percent per year. Therefore, at age 63 and beyond, 
the annual increment to the. retirement ^«no1Ty pr6vide!j by the' two years of 
additional retirement se»«vice credit is constant at any given level of com- 
pensation. As a result, the APV of the bonus, and the incentive to retire 
early which ft provides, dec-lines frora^tgTtiTonward, as shown in Table 2. 

Table 2 also shows how the relationship between the APV of the incen- 
tive bonus and its, value in annual dollar terms varies as the age of 
retirement increases. For example, consider the case of two e/rployegs 
whose finil compensation is^$25,000 ber year, one of whom is age 50 and the 
other of whom is 65. For the 50-year-old employee, the APV of the bonus 

1. Because of such factors as continuance allowances for spouses, sexual 
differences in average life spans, and provisions for coordination 
with Social Security benefits, the actual values of annuities received 
by employees of given age and years of service vary slightly. 
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equals $7,883, and the annual increment to his annuity is £546 — a ratio 
of over 14 to I. For the 65-year-old employee, in contrast, the APV 9f the 
bonus fequals $12,339, and the annual increment to his annuity is $1,209 ~ a 
ratio of about 10 to k The lower ratio, 'of course, is a direct con- 
sequence of the fact that the older empl is expe-ted to receive fewer 
/> 

annuity payments over his remaining life span. 

To put the values of the two years 1 service credit bonus, cited in 
Table 2, in some perspective, figures fqr the total value of the retirement 

* r 

annuity (excluding the bonus) at various ages and years of service credited 

4 

are presented in Table 3. The exampl e* shown in the table is for a married, 
male employee, covered by Social Security, whose final conpensation of 
$26,7652 is that of a full prcfessor^t the top step in 1980* 

\ • • ' 

0 . i 



2. The salary of a full-time, full professor at the top step in 1979-80 
was $31,416, while in 1977-78 and 1978-79 it was $27/38; the average ' 
salary for these three years (the employee's final compensation) . is $28, 7C 
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Table 3 



Actuarial Present Value of . 
£et4r^aent-^nu^^ at Retirement 

and -Years of Service Credit 
(annual annuity payment in parentheses) 3 



Years of 




Age at Retirement ' 






Service 


50 


55 


■ 6u 


65 


70 ' 


5 


$ 22,878 
($1,571) 


$ 27,774 
($2,100) 


$ 33,970 
($2,875) 


$ 35,811 
($3,478) 


$30,280 
($3,478) 


10 


45,756 
(3,141) 


55,548 ' 
(4.200) 


67,940 
1 (5.753) 


71 ;621* 
(6,955) ' 


60,561 
(6,955) 


15 


• 68,634 
(4,712) 


83,323 
(6.299) 


ior,9io 

(8.629) 


107,432 
(10,433) 


90,841 
(10,433) 


20 


• 91,512 
(6,282) 


111,097 • 
(8.399) 


135,880 
(11.506) 


143,242^ ' 
(13,910) ■ 


121,122 . 
(13,910) 


25 


114,390 
\ (7,853) 


138,871 
(10,499) 


169,850 
(14,382) 


.179,053 
(17,338) 


151,402 
(17,388) 


30 




166,645 
(12,599), 


203,820 
(17,258) 


214,864 
(20,865) 


181,683 
(20,865) 


35 




y ■ 


237 f 790 
(20,135)' 


250,674 
(24,343) 


-211.S63 ' 
(24,343) 


40 , 








286,485 
(27,821) 


242,244 
(27,821) 


45'.,- ' 








* 


272,524 
(31,298) 



a^ Figures presented are for a married, male employee > covered by Social 
Security, with final compensation of $28,76S* per year (full professor 
to£ step in 1980), Figures do not include value of two years addi- 
tional service credit provided by ERI program. 



< 
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Table 3 f like Table 2, <al\> shows the positive relationsn<p betweerr 
j . 

an employee's- age and the valueiof his annuity, from age 50 to aye o3, ^ 

♦ / - * 

holding constant the employee** final compensation, and years of *serv:ce- 
Unlike Table 2, in which the number ofye'ars of .service credit is held 



constant (at- two) throughout. Table 3 holds the. employee's final ccnpen- 

sation art $28,765 and shows, the effects or the value of the total <snnuHy 

•of varying years ef service frosi 5 to 4b. A: the table indicates*, 
* . • * • 

depending on ah employee'* age at retirement and his years of service, the 
APV of his annuity may yary widely, 'from a low'cflT"^,^ at age SO with 5 
yeahs' .service, *to a 'high (as. show* in the*table) of $286,485 at a$e 65 
<witfi 40'years 1 'service. 

By combining the information reported in Table 3 with that of Table 
2, it is possible to see how the value of the incentive bonus compares with 
the /alue of an employee's total annuity (excluding the bonus) at various 
combinations of age and years of service. For example, Tabjte 2 indicates 
that the APV of the two years additional service credit is 'approximately 
S13,588^ for a 60-year-old employee whose final compensation \s $28,765. 
R§.f erring to Table 3, it may be seen that this amount represent \ an 
increase of 40 percent (2/5) over the APV of the total annuity that, such an 
employee would otherwise receive if he retired with 5 year a of service cre- 
dit ($33,970) and an increase of about 7 percent (2/30) over the iAPV of the 
annuity he would recc >e if he retired with 30 years' service ($2t)3,#?0). 



3. This figure/ is obtained by interrelating between x w /alue^ shown f >r 
^ the APV of 'the bonus at age 60, with final compensation Ipvels 
$25,000 and $30,000. 



II. i HOSE KHO RETIRED 

"here can be little doubt that, as a result cf the Z*n\+Jit&*retttfr 
Incentive program, a significant number of CSUC employee! retired, wo wpuld 
not have done so Otherwise- During the three-month period t*at the ER I 
Program was m effect. 1,047 -employees retired, Even after -allowing for 

* ' * 

noma] retirement activity and the fact that some'employees postponed their 
retfiremeris dates to take advantage of the ERI program, u appears that fron 
S6$ t*> 92S of these represent retireshents which would not have occurred in 
the absence of the SRI program. As a result of the R! program, tnen, 
retirement activity during the eligibility period increased by from 475 to 11 
percent, compared to what might have been expected without the program.- * 

' During the three-month period that the ERI program was in operation, 
there were 9,052 CSUC employees who were age 50 or older. Based" on* a sur- 
vey of these* employees, we estimate that between 634 and 1.050 1 were In- 
eHgible for the ERI* program because they lacked the requisite five years 
Of retirement service credit. Consequently, between 8,002 and 8,413 CSQC 
employees were eligible for the program* ' Thus, the 1,047 particip; -ts in 
the ERI program represent 12-to-13 percent of the .stlmated pool of eli- 
gible employees. 

A. RECENT RETIREMENT TRENDS 

Figure 1 shows the -trend in average quarterly CSUC retirements over 
the past five years. The figure shows that, during the three nonths in trfuch 

f. / 95 percent confidence interval # 



-15- 



MOO 
. UQOO 
. .900 - 
d00 - 



an 
««# 

cr: 
*~ 
fir 



. /UO 
600 
500 



« E.R-L Proqham in Effect 




P 



Figure ) 

Averse Guarturly fceti rements 
Of CSUC Employees 



J 



1575-76 XO 1*79-80 



:i6- 



27 



the fRJ program was available (March 27 to June 29, 1980), retirement acti- 
vity^increased dramatically over that in previous years. As indicated in 
the figure, from 1975-76 through 1978-79, retirements averaged 130 to 165 
per quarter. During the first nine month's of 1979-80, average uarterly 
retirements dropped- slightly, to about 120 per quarter, reflecting the fact 
that sone employees delayed their retirements in order" to take advantage 
of the £RI program. Finally, the figure shows the explosive increase in 
retirements that occurred during the period, of the ERI program, when 1,047 
CSUC employees retired. . 

8. OCCUPATIONAL AND RACIAL/ETHNIC COMPOSITION • " 

Of the 1/047 CSUC employees who retired under the ERI program, 
faculty members represented the largest single occupational group, with 4S6 
•retirees. Secretarial employees, with 169 retirees, constituted the next 
largest group, followed by service employees^ 11 9 ) e and technical employees 
(102>,' The numbers of retirees in the three remaining occupational cate- 
gories of professional ,,sfo lied crafts, and executive, administrative, and 
managerial employees were 69, 55, and 47, respectively. 

Whites comprised the single largest racial group of retirees, 
accounting for 953 {92.0 percent) of the l t 047 participants yi the ER i 
program. Of these 963 retirees, about two-thirds were males \and one-third 
fer es. Black*retirees placed a distant second, accounting for 3,4-,per- 
cent of the total, followed by Asians (2.1 percent), Hi spanics (2.0 
percent), and Native Americans (0.5 percent). 

Table 4 presents information on the occupation, sex, and 
rac Ml/ethnic characteristics of the CSUC employees retiring yr.der the kkI 



Table 4 

Occupational, Sexual, and Racial/Ethnic 
Characteristics of CSUC employees Who Retired Under 
the Urly Retfrejsent Incentive Frograa' 



. Occupational 
Ctaislfication 



1. Faculty 



p- Z. Secretarial/ 
" Clerical 

, 3. ServfceV * 

[\ Maintenance 

A* Technical/ . 

h Paraprofeftlenal 

" 5» Professional' 



f billed Crafts 

f ?* Executlve/AdelnUir^ 
tf ve/Kdna$er1al 



Total 




All 


total 


Retirees 


Hale 


46. « 


38.4$ 


{486} 


(402) 


16.1 


2.0 


(169) 


(21) 


11.4 




{119} 


(99) 


9.7 


3 9 


{102) 


(41) 


6.6 


2.9 


{69) 


(30) 


5.i 


■5.6 


(55) 


(52) 


4.5 


4.1 


, , (<n 


J5il 


100.0S 


65. 7* 


1.047) 


(688) 




• 



KA1£ 



White 


Black 


HJswnic 


Asian * 


Natiye 
Aneriean 


ifotal 
Feeale 


White 


rem 

Slack 


IE 

Hfspanic 


37.2& 
(390) 


0.1 J 

(1) 


0.3* 
(3) 


0.7s 
(7) 


O.lt 
(1) 


8.0X 
(84) 


7.9X 
. (83) 


O.OX 
&(0) 


O.lt 
ID 


1*5 
(17) 


0.2 
(2) 


0.1 
(1) 


0.1 
(1) 


0.0 
(0) 


14.1 • 
(148) 


13.2 
tt38) 


0.2 
(2) 


0.5 
{5) 


6.5 
< (68) 


1.7 
(18) 


0.6- 
(6) 


0.7 


0.0 
(0) 


1.9 

(20) 


1.2 
(13) 


o.s 

(5) 


0.1 
(1) 


3.6 
(38) 


O.t 

(1) 


0.1 ' 
(1) 


0.1 
(1) 


0.0 
(0) 


5.8 
(61) 


5.4 
(57) 


0.2 
(2) 


0.0 
(0) 


2.6 
(27) 


0.2 
(2) 


0.0 
(0) 


0.1 

(1) 


0.0 
(0) 


3.7 
(39) 


3.6 
(38) 


0.1 
(1) 


0.0 . 


4.4 
(46) 


0.2 
(2) 


0.2 

(2) 


0.1 

(I) 


0.1 

(1) 


0.3 

m 


0.3 
(3) 


0.0 
(0)- 


0.0 
(0) 


3.9 

Am 


0.0 
(0) 


0.1 • 

JUL 


0.1 

JUL 


0.0 

J2L 


0.4 

- (11 


0.4 

J£L 


0.0 

(9L 


0.0 

JPJL 


59, 9X 
(627) 


2.SS 
(26) 


1.3X 
(14) 


1.8X 
(19) 


0.2X 
(2) 


34. 3* 
(359) 


32. IX 
(336) 


i.OX 
(10) 


0.7X 
(7) 



ve 



o.os 


o.ox 


(0) 


(0) 


0.1 


0.2 


(1) 


(2) 


O.i 


• 0.0 


(1) 


(0) 


O.i 


o.i 


(1) 


{1) 


0.0 


0.0 


(0) 


(0) 


0.0 


0.0 


(0) 


(0) 


0.0 


0.0 


J3L 


.' L 


0.3X 


0.3S 


(3) 


(3) 
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program. The table shows that>,> among faculty, -virtually all of the 486 
retirees were white, comprising ful-ly 97.3 percent of- this group. Over 
four-fifths of these white retirees were males. Unites also comprised the' 
vast"maJor4ty of the 160 secretarial employees who retired; of this group, 

91.7 percent were white. In contrast to faculty* retirees, 87 r6 percent of 

• • ■ * . 

all secretarial, .employees who. retired were fema?e.\ * *. 

" . In the remaining five occupational classifications*" whites consti- 
tuted 94.8 percent of retirees in the professional or executive, 
administrative, and- managerial categories, and 81.5 percent pf those in the'' 
service, technical, or skilled crafts categories. In addition,' the" table 
shows that 61.8 percent of white retirees in the former two categories were 
'male, as were 67.6 percent of those retirees in the latter three categories. 

C. AFFIRMATIVE ACTION IMPLICATIONS 

Table 5 presents the same information shown in Table 4, but for all 
full-time CSUC employees in 1979. A comparison of this table with Table 4 
illustrates the .additional opportunities created -by the. ERI program for 
achieving affirmative action goals. . • 

The tables shbw that, in general, white males retired in numbers 
disproportionate tq'^faeir share vf. CSUCjemplbymentMn 1979, reflecting the " 
fact. that the proportion of white males is greater among older employees. 
Thus, the tables show that, while white males represented 49.1 percent of 
all full-time CSUC employees in 1979, they comprised. 59. 9 pe.cent of the 
ERI program participants. The" tables also show that the^xtent to which 
white male retirees are oveWe presented in the ERI program varies by occu- 
pational classification. 

i 
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^ - Occupational ' 
..^ -cras sff icatlon 

Secretarial/ - 
* Clerical 

S.3.; jervfee/ ■ V 

4* Technical/Para- 
: v professorial 



Total 



/ . - ' Table 5, 

Occupational, Sexual, and Badal/Ethnlc 
■ , Characteristics of Full-Tiibe CSUC' 
• Employees, 1979* — 



MALE- 



■ Professional 

; ;5; ; Sfcf ttoi Crafts 

Executive/ 
* Administrate 
Managerial 

TOTALS ; 



All . 
tjnpioyecs 


• "'total 
naie 


Hntte 


Black 


Hispanic 


Asian 


NaSive^ 
American 


• : '43,8« .. 
(11,4914 ' 


'34.6* • 
(9,072) 


. Ho;7X. 
(8,055) 


: 0.8ff 
<207) 


0.9J 
* (249K 


♦ ' 2.0* 

* (523) 


' TU* • 
.(38). - 


18.9 "' 
(4,953) 


" 1.4 
(376) 


0.9 
(245:) 


0,2 . ' 
(44) 


0.2 . 
■ (54) 


• 0.1, 
(28) 


0.0. 
(5) 


. 10.3 
.(2,713) 


. 8.3. 
(2.177) 


4.1 . 

(i.oa?) 


W 

(437) 


1.6 * 
(409), 


0. 8 • 
(221) 


0,1. 
121) 


12*290) 


4.3 . 
(1 1271 


3.6 
(9361 


0.2 
' f59l 


0.3. 

v>'l 


0.2 


0.0 


10.4. 
(2.741) 


5.2 
(1,373) 


•4.0 • 
(1,054) 


0.4 
(104) 


0,3 
' (87) 


Q,4 
(109) 


0.1 
(19) 


2.9 
(770) 


2.9 

(750) . 


2.2 
(569) 


0.2 
(53) 


0.3 
- (84) 


, o.i 

(35) 


0.0 
(9) 


'4.9 
(1.292) 


'4.1 
(1.077) 


3.6 


Jill 


0.2 
(56) 


0.1 
' (21) 


0.0 
(3) 


100.0X 
(26,250) 


60.8X 
(15,952) 


, 49.1X 
(12,889) 


3.7* 
(960) \ 


3.8X 
(1,006) • 


3.8* 
(999) 


0.4X 
(98) 



FEMALE 




5.2 
(1,363) 



0.1, 
(20) 

' 0.8 . 
, (215) . 

39/2* 
(i0j98) 



• (185) ,(15) 

; . / 

30, 6X ' 3. IX 
(8,042) (8;'6) 



3.0X 
(784) 



'» Sv...rce: CaliTornia Pcstsecondary Education Commission, "Women and Minorities 1n California Public Postsecondary Education: 
Their Employment, Classification, and Conpensaliion, 1977rl979," (Sacramento), March 1981. 



White ' 


Black 


Hispanic 




Asian 


' 8.»" 
(2.133) 

» 


0.4X 


' 0.3X 
(85| 


0.4X 
(95) 


13.0 
(3,419) 


.1.4 

(358). n 


J.9" 
.(499) 


l.o" 

(261) 


1.0 

('252) 


* 0.7 .* . 
(187) ' 


0.2 

"(61) . 


"0.1 
(30> 


'3.6 
(943) 


0.3 
(66) 


O.Z" ■ 
(62) 


0.3 
(85) 


"4.2 
(1,092) 


'0.4 
(96) 


0.3 


0.4 
(95) 


0.1 
(18) 


0.0 

(0)- 


0.0 ' 

(1) 

/ 

0.0 


0.0 
(0) 


0.7 


0.1 


e o.o 



/ve *'* A 



..flat 

' American 
O.OX 

,s? ~ .- : 

0.2- • 
' (4Q) " » 

■MM 



0.0 o 
^ (7) 



2.2X 
(576) 



0.1 
(14) 



J.O 
(1) 

0.0^ 



0.3X 
(80) 
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Among. faculty, for example, whtte males comprised 80.2 percent of 
the retirees, while representing only 70.1 percent of all CSUC faculty in 
1577; the proportion of white; male* faculty retirees is thus over- 
<■ represented ^ 14.5 percent. -In contrast, amdno^cretarial empl oyees ,• the 

• proportion* of white male retirees is over-represented by 103.4 per'cent; 

^ ;. While^h^^t».;represented 4.9. percent of this group in 1977, they 

„; comjjn\seg>f0.1 percent of those secretarial employees who retired. 

.-•«.• . ■ - ^ ' • 

\ A closer examination of Tables 4 and 5 reveals that the oppor-. 

.tunitfeVfor achieving dramatic incre'ases-4n^the percentage representation 

of women or racial and ethnic minorities as a result of the ERI program are 

limited. The tables sjiow that the 1,047'CSUC employees who retired under 

the ERI program represent only 4 percent of the total 26,250 full-time CSUC 

• employees in 1979. Of this 4 percent, only about three-fifths were white' 
males. As a result, even if all of the full-time positions vacated by par- 
ticipants in the ,ER I- program were replaced .by women or minority group mem-, 
bers, the proportion of white males would decline by only 2,4 percentage 
points, to 46.7 percent. 

As it turns out, many of the positions vacated by the ERI program 
participants have been, or will be, filled by newly-hiced white males. 
Data provided by CSUC on the sex and racial /ethnic composition of 524 per- 
manent replacements hired during the first three quarters of 1980-81 to 
fill, tho 948 full-time oositions vacated during the ERI program indicate 
that about one-third of the new hires are white males. * 



\ 
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r 



Occupational * 
Classification 



r 



i 1* Facyljy '* % 



2. Secretarial/ 
Clerical ' 



6. Skilled Crafts 



Total 
All 
Employees 

.11,491 

43.82 



, 4,953 
18.9S 



'3. Service/ * . 2,713 « 
Maintenance 

10.3X 



4. Technical/Para-, 2,290 
professional 



5. Professional 2,741 
10.4* 

770 
2.9% 

/. Executive/ 1,292 
Administrative/ 
Managerial 4.9% 



fable 6 

Estimated Affirmative Action Imp.act of CSUC 
Early Retirement Incentive Program on 
Full-Time Employees 
(Changes from 1979- ih Parentheses) 



KALE 



TouT " 
Mate White -Black Hispanic 



TOTALS 



ERIC 



26 i 250 
100.0% 



8,967.0 
(-105.0} 
73.0% 
(-0.9) 



7,884.5 
(-170.5) 
68.6* 
(-1.5) 




4 -213.5 
( + 6.5), 

' 1.934 
(+0.1) 



47.6 
(+3.6) 
1.0* 
(+0.1) 



283.. 3 
(+34.3) 
-2.5* 
(+0.3) 



-58.5 
(+4 .'5) 
1.2* 
(+0.1) 



2,171.4 
(-5.6) 
80.0* 
(-0.2) 



1,131.5 
(+4.5) 
49.4* 
(+0.2) 



1,050.4 
1-38.6) 
38.7* 
(-1.4) 



449.4 423.7 
(fl2V2) (+14. 7 f 
16.6* J 15.6* 
J+0.5) C • '/.0.5) 



929.5 60.4 

(-6.5) (+1.4) 

.40.6* f 2.6% 

(-0,3) (+0.1) 



1,367.6 ■* 1,045.7 

(-5.4) (.8.3) 

49.9* 38.2* 

(-0.2) -(-0.3) 



751.3 
(+1.8) 
97.6* 
(+0.2) 



1,0754 
0:1.9} 
83.2* 
(-0.1) 



564.8 
(-4.2) 
73.4* 
(-0.5) 



933.3 
(-7.7) 
72.2* 
(-0.6) 



15,841.6 12,645.1 

(-110.4) (-243.9) 

60.3*. 48.2%) 

(-0.4) (-0.9) 



105.? 
(+1.9) 

(+0.1) 



54.7 
(+1.7) 
7.1* 
•(+0.2) 



60.7 
(+4.7) 
4.7* 
(+0.4) 



9<r 7 

(♦3c .2) 
3.8* 
(+0.2) 



74.2 
(+7.2) 
3.2* 
(+D.3) 



86.0 
(-1.0) 
_3.i* 
(-) 



89.3 
1+5-3) 
y 11.6* 
(+0.7) 



56.6 
(+0.6) 
4.4* 



1,071.6 
— <+65.6) 
4.1JT 
•-(+0.2) 



Native. 
Asian jtineriefen 



545. V 
(+22.1) 
4.7* 
(+0.2) 



29.2 
( + 1.2) 
0.6* 
■ (--) 



223.8 
(+2.8) 
8.2* 
(+0.1) 



64.4 
(+2.4) 
2.8* 
(<Q.l) 



11L0 
(+2.0) 
4.0* 
(+04) 



35.0 

M 
4.5* 

(-)■ 



40.7 

(+2.7). 
-0.5* 
(-) 



5.0 

(-) 
0.1* 

* • 

24 .1 

(+3-.1) 
■ O.S* 
(+0.1) 



3.0 

(--) 
0.1* 

(--) 



19.0 

(--) 
0.7* 

(") 



8.0 
(-1.0) 

*.0* 
(-0.1) 



2'.6 , 3.0 

(+C.6LJ (-) 

1.7* 0.2* 

(") (") 



1,030.1 
•{+31.1 
3.9 
(+0.1) 



102.8 
(+4.8) 
• 0.4% 
(") 



"Total 
Female 


White 


Black *, 

101 .5i - 
(+7.5) 
0.9* 
(+0.1J, 


Hispanic 


Asian 


fiatlys 
American 


2,524.0 
(+105.0) 
22.0* 
(+C.9) 


2,211.2 
(+78.2) 
19.2* 
(+0.7) 


' 100.6 
(+15.6) 
0.9* 
(+0.1) 


• 99./ 
(+S\7) 
0.9* 
(-) 


n.o 

(--) 
, 0.1* 

(--) 


4,575.8 
(-1.2) 
92.4* 
(--} 


3,394.3 
(-24.7) 
63,5* 
(-0.5) 


X 

362.7 ; 

(*i.7r 

7.3*^ 

(+o.i)- 


505.3 
(+6.3) 
10.2* 
1+04) 


274.4 
(+13.4) 
5.5* 
(+0.3) 


29.1 
(-0.9) 
. 0.8* 
(--) 


541.6 
.(+5.6) 
20.0* 
(+0.2) 


254.7 
(+2.7) 
' 9.4* 
(+Q.1) 


189.1 ' 

7.0* 
(+0.1) 


| 60.4 
(-0.6) 
2.2* 

\ H 


3L4 -v 6.0 
(+1.4) .. (-) 
1.2% 0.2% 
(+0.1) ' (--)■ 


1,158.5 « 
(-4.5) 
50.6* 
(-0.2) 


933, 1* 
(-9.9) 
40,7* 
(-0.4) 


67.4 
(+1.4) 
2.9* 
(+0.1) 


1 

64.4 
(+2.4) 
• 2.8* 
(+0.1) 


87.6 
(+2.6) 
3.3* 
(+0.1-) 


6.0 
.(-1.0) 
0.3* 
(--) 


1,273.4 
(+5.4) 
50.1* 
(+0,2) ■ 


1,084.6 
(-7.4) 
39.6* 
(-0.3) 


96 .0 

(--) 
3.5* 

(--) 


75.9 
■ (+4.9) 
2.8* 
(+0.2) 


102.? 
(+7.9) 
3.8* 
(+0.3) 


14.0 

^ (-) 
0.5* 

(-') 


' 18.2 
(-1.8) 
2.4* 
(-0.2) 


17.2 
(-0.8) 
2.2* 

(-0.1) 
t 


0.0 

, (--) >tfo1 
o.o* . • o.o* 

(-) .(-0.1) 


0.0 

(-) 
0.0* 

(--) 


1.0 

(--) 

0.1* 

(--) 

* 


216.9 
(H.9) 
16.8* ' 
(+0.1) 


185.3 
(+0.3) 
14.3* 
(-1 


16.6 
(+1.6) 

1.3* ' 
(+0.1) 


*5.0' 
(") 

; 0.4* 
(--) • 


9.0 

(--) 
0.7*- 

(") 


1.0 

(--) 

0.1*" 

(--) 



10,408. a 8,080.4 

(+110.4) (H33.4) 

39.7* 30.8* 

(+0.4) (+0.1) 



r:.3 811.6 605.0 

(+17.3) (+27.6) (+29.0) 

, 3.2* 3.1* 2.3* 

(+0.1.) (+0.1) (+0.1) 



78.1 
f-1.9) 
0.3* 
(--)' 

36 
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^Table 6 presents the estimated affirmative action impacts of the Early 
Retirement Incentive program if the sex and racial/ethnic composition of 
the total' group of replacements ultimately hired to fill the 948 full-time 
positions vacated during the Early Retirement' Incentive program parallels . 
-that of the 5,2* replacements hired during the first three quarters of 
-1980-81. The table shows that the affirmative action impacts of the ERI 
program will be rather limited in terms of the percentage distribution of 
employees by sex and racial/ethnic characteristics. In fact, the propor-' 
tfon of the CSUC workforce .represented by any particular" affirmative action" 
category will change by no more than 2 percentage points within any of the 
seven occupational classifications noted, and most changes will be one-half 
of a percentage point or less. — 

• Among faculty, for example, Table 6 shows that, as a result of the 
• ERI program, the proportion of white males will decline by a net 1.5 per- 
centage points, while the fp^ortions of Hispanic and Asian males will 
increase by 0.3 and 0.2 percentage points, respectively. Among full-time 
CSUC employees in general, the table" shows that the proportion »of white 
males will decline by an estimated 0.9 percent points. 

Of course, by focusir^ on changes in the percentage distribution, 
this analysis fails to take account of the increase in the number of 
employees in affirmative action categories resulting from the ERI program. 

* 

Table 6 also* presents information on the estimated net changes in the num- 
bers of positions Mid by members of each affirmative action- category s The 
table shows that, after accounting for the sexual and racial/ethnic com- * 
position of new hires, the number of full-time CSUC positions held by 
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white males will decline by an estimated 244, while the number held by mem- 
bers of every other category except Native American females will increase 
by from 5 (Native American males) co 66 (Hispanic males), as a result of 
the ERI program, 

■ v 

On balance, our analysis indicates that, by inducing many employees 
to retire earlier than they would have otherwise, the Early Retirement 
Incentive program has created additional opportunities for CSUC to address 
^affirmative action goals. At the same time, however, our analysis indica- 
tes that the additional opportunities so created) are greatly limited by the 
small number of positions vacated relative to the total number of positions 
in the CSUC system. Thus, while the ERI program may be viewed as a benefi- 
cial adjunct to an existing affirmative action program, it Is doubtful 
whether the program could be justified pn this basis alone, absent a 
demonstration that' is the most cost-effective means to achieve affirmative 
action goals. 
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III. HHX EMPLOYEES RETIRED , 

A A- cursory examination of the results of the ERI program indicates 
Tthat the program successfully Induced additional employees to retire early. 
As noted, 1,047 CSUC employees opte<f to retire during the three-month el it 
gibility period, whereas in previous years only about 150 employees would 
have been expected to. retire c during a similar time period. - ' 

Vet, it !s not- clear that all of the 900 or' so additional retire- * ' 
ments which occurred between^ rch 27 and June 29, JS30 were a direct x. 
result of the Early Retirement Incentive program.. Some of these retjrs- 
menfcs may have been due, at least jn part, to the climate of uncertainty 
surroundin'g,the possible passage of Proposition 9 in June 1980.. Tife pri- 
mary motivaiion fcr Implementing thejRJ program was, after all,- to mfni- f 
fni2"e the number of layoffs which might have,, resulted .had Proposition .9 been 
approved. It 1s, likely, therefore, that at least .some employees opted for 
retireme in order to litigate the impacts of" the pqssible lajjpffs^n- 
either on the eligible employee himself- or on his .colleagues.^ 

6 t » 

A* SURVEY 0F*€tJ6IBLE EMPLOYEES ' " ' 

c ■ ' In iu attempt to Identify the factors which were most responsible 
for the participation of CSUC employees in the Early Retirement Incentive 
program, the Legislative Analyst's Office surveyed a sample of CSUC 
employees who were eligible for early retirement. The survey questionnaire 
(included .in Appendix A) was sent to a group of 1,029 CSUC employees', 
representing a one-eighth, random sample of all full-time CSUC employees, 
not on leave," who were age. 50 or older as of June 29, 1980. 

* 
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Because the response rate t'o this survey was quite good,* we may be 
confident of the validity of .the conclusions discusser belqw. Of the 1,029 
questionnaires distributed, 484 (47lo percent) were returned .complete, in? 
(9.9 percent) were returned partially complete, and 360 (3fc.8 pertenU wer* 
aqt returned. Theybalance, 33 questionnaires, *as eithernot deliver abte 
or was sen£ to individuals who hatf less than five years' retirement service 
credit and, hence, were ineligible for t K e ERI program. 1 A cc»V*te 
description ^ the survey nrethodology is presented in Appendix #. 

The first fact established by the survey is that the overwhelming, 
majority "of CSUC employees eligible for the Early Retirement Incenttve 
program were aware of the programs existence over '98 pencenj: of thos$ 
responding indicated that tfiey were aware of the ERI program. Tfoisl it is 
fair to conclude that the Success of the ERI program is at least partially* 
attributable to the .high level Oi rareness among eligible employees of the 
options presented by the program. * 

4 v t 

A second objective of tne Legislative Analyst's survey was to ascer- 
tain when employees .wotrid have retired, had the ERI program not been 
available. To this end, ERI program participants were asked to indicate 
wfcen they would have retiree* if the benefits of the Vrogram had not been 
available. In addition, employees who were eligible for the ERI progr^ 
but who chose not to retire **re as<ed to indicate .when they planned to to 



U As evidence of the statistical soundness of the sampling $r(xelur* % 
the sample percentage of those who retired under the Ikl program *s 
percent, jwith a 95 percent confidence interval encompassing -the rang? 
&J percent to 14.1 percent. ~ne actual participation rate for the 
group of f 8>?26 full-time #np oyees from ^ich the sample was m-awn >s 
12.8 percent — well within the-conf Jaenc* interval noted. 



r 
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so* Interestingly, most employees who 'retired under-the program indicated 
^that fc*cy would have retired in three years or less. -Conversely, most 
'employees who did not take advantage of the ESI program indicated planned 
retirement dates that were more than three years away. Responses to this 
question are presented in Table 7. 

' . " - '• Table 1 

Relationship^Between Planned Retirement 

Date" and Participation in 
Early Retirement Incentive Program 

» 

FACULTY NON-FACULTY 

* 

SRI Participant? • |Rj Participant? 

' I§£ Ik ' Yes Ho 

Year? to Planned . f Year? to Planned ~~ 

Retiremeiu Oate t Retirement Date , - . 

3 or less. 65.4? 20.32 3 or less 97:4% 30.1% 

(17) (*2) (37) (71) 

, More than. 3" . 34.6 * 79.7- More than 3 2.6 69.9 
' • • ~^.L , (200) ;i) * (165) 

Totals 100.0% 100.0% Totals • 100.0% 100.0% 

.(26) (2,51) (38) (236) ' 

Table 7 shows that 65.4 percent of the faculty who retired under 

the r arly Ret ir errant Incentive program, had intended to retire in three 

i 

years or less, while 79.7 percent of the non-participating faculty did not 
intend to retire for at least three years. Among non-faculty, the correla- 
tion between participation in the ERI program and the employee's planned 

* * 

retirement date is even more striking: fully 97.4. percent of the non- 
faculty who retired under the ERI program indicated that they would have 
retired in the next three years anyway. 

. f 1* - > 
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Finally* the Legislative Analyst's ^survey attempted to elicit respon- 

* - * *> 

ses on the Importance of specific factors affecting retirement behavior 

under the Eft! program. Employees who actually retired anfer the ERI 

program were asked to rate the importance of four factors in influencing 

their decisions to retfre: {I) the financial incentive of the two years 1 

« 

extra retirement service credit, (2) the possibility of receiving no salary 
increase 1f Proposition 9 passed, {3} the desire to avqid the layoff, 
transfer, or r do»t1ori~of une's colleagues if Proposition 9 passed, and~[4l 
the desire to avoid one's own layoff, transfer, or demotion if Proposition 
9 passed. Results of the survey are presented in Table 8. 

Table 8 shows that, of the four factors mentioned, the most 'impor- 
tant was- the value of the two years* extra retirement service credit. As 
the table Indicates, fully 82.3 percent of the faculty and 87,8 percent of 
the non- faculty fcfto participated in the ERI program felt that this incen- - t 
tfve was "important" or "very important 11 in their decisions to retire when 
they did. 

Ra*3& next in importance by the respondents to the survey was the 
desire to avoid the layoff of one's colleagues. This, factor, however, was 
rated "important" or "very important" only about half as frequently as the 
value of the early. ret irement bonus* Of the faculty, 4 3*7 percent said 
that the desire to avoid the layoff of one's colleagues was "important" or 
"very important" in their decisions to retire, while 4R,3 percent of the 
non- faculty gave this factor similar ratings. 

The third most important factor reported by the respondents was the * 
possibility of receiving no salary Increase if Proposition r J **ud pissej, * - 

■ / 

« m + m 
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Factors Influencing CSUC 
♦Employees' Decision to Participate 
fn Early Retirement Incentive Program 



Financial incentive of tva years 
extra 'fefrirenent service credit 




• Slightly Not Inportant 
- Important Important at AIT 



{a) Faculty 52.91(18} 29.4X (10) 14.7? (5) 2.9% . (I) 

Son-faculty (21) 24.2* (3) 6.1 (2) 6.1 (2) 

c} All employees 58.2 (39) 26.9 (18) 18.4 (7) 4.5. (3) 



Desire to avoid layoff, transfer, 
or demotion bf colleagues bad 
.Proposition 9 passed 



(a) Faculty m 15.6& {5} 28. IS (9) 21. 9T. (7) 34. 4% {11} 

>) Non-faculty . IZ& (4) 34.5 (10) 13.8 {4} 37.9 fill 

W*n employees 14.3- (9) 31.1 {19) 13.0 {11) 26.1 (22) 



Possibility of receiving no 
salary increase had 
Proposition 9 passed 



(a) Faculty 12.5* (41 12.5$ (4) 37.5% (12) 37.5£ {12} 

{b} Kon-faculty 10.3 43} 17.2 (5) 20.7 {61 51.7 {15} 

(c) All employees 11.5 {7} 14.8. {9) ■ 29.5 {18) 44.3 {27) 



Possibility of receiving layoff 
notice had Proposition 9 
passed 



{a} Faculty . 6.3$ {2} 6.3* {2) 6.3% (2) 81. 3% {26) 

(fe) Non-faculty • . 7.1 {2) 10.7 {3) 17.9 (5) 64.3 (18) 

{c} All employees 6,7 {4) 8.3 {5) 1U7 (7) ■ 73.3 {44) 
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although the majority of the respondents did not feel that it was of much 

.importance." Only 25.0 percent of. the faculty and 27.5 percent of the non- 

•faculty respondents rated this factor "important" or ."very important" in 

their retirement decisions, 

Least important of the four factors was the desire to avoid one's 

own 'layoff* This result is not surprising* given the seniority enjoyed fay 

fflbsFTStJC employees who. would ha^eJ^asn^ontempUting retirement. It is 

interesting to note that Wis factor was rated lesr important among faculty 

» 

than non-faculty respondents, with 81.3 percent of the former rating it ' 
M not important at all" compared to 64.3 percent of the latter* The reason 
for this difference undoubtedly relates to the additional employment 
security conferred on senior faculty .by the tenure process. 

'In summary, the survey results indicate that the tw o years 1 a ddi- 

tional service credit bonus offer j by the ERI program; significantly 
influenced the retirement decisions of the vast majority of the early 
retirees, pther factors (relating to the possible impacts of Proposition 
9), while of importance to some of theVetirees, were subjectively rated as 
providinc ^uch less of an incentive to retire early, 




8. DETERMINANTS OF RETIREMENT BEHAVIOR 

While availability of the Early Retirement' Incentive program appears 
to have had a -strong effect on the retirement decisions of many CSUC 
employees, it^s alsc apparent that other factors are of eijual or greater 
importance in determining retirement behavior. The likely determinants of 
retirement behavior include such factors as an employee's age, his sa'ary, 
and the value of his retirement annuity, in addition to the availability 

• ■ , . -30- ' ^ 



of the ERI program. It is the purpose of this section to explore the signifi 
cance of these and other. factors in influencing the retirement decision, as 
a prelude to the construction.*. of a formal model of retirement behavior. - 

• An appropriate point of departure in the analysis of retirement 
behavior is to examine the factors which influenced the retirement deci- 

! sions of CSUC employees who were eligible for the ERI program during Che 
three-month period in whidfit was offered. Variables which contribute 
signvficantTy to exftat nlng retirement behavior In clude the employee's age, 
his salary, and the APV of his retirement annuity. Such factors as the 
employee's net assets (equity value of home plus savings or investments, 

* minus indebtedness), health (days of, work missed due to illness in the past 
year), sex, marital status, and race were! tested and found to have little & 
or no explanatory power. 2 



ASS. • 

Perhaps the most logical choice for a determinant of a/i employee's 

retirement behavior is his age. And,, indeed, there is a significant dif- 

• ference between the average age of those. employees who retired during the 

ERI program and. those who did not. *The average age of those who retired 

was just under 62 years; for those who did not retire, the average age was 

- slightly under 56- years. This six-year difference, moreover, is/h-ighly 

^significant in a statistical sensed the odds are/greater than 1,000 to 1- ' 

* that this difference is attributable to chance. , 

' * ' ■ 1 » 

T. In the case of the variable measuring net assets, the lack of explana- 
tory ri>wer may have been due, at least in part, to a lack of good data. 
"Many of~tfie employees purveyed were reluctant to supply information 

3. ?Satis1f£ = ? 10?66/ level of significance = 0.000 (2-tail test with 
547 d.f.)-> * , 



• . pother -way of looking at the effect of «, on retirement behavior 

; fsihown fn Table 9, which" li a ^tabulation of age and retirement . 
behayior. • • . •,*-.. • . 



Table 9 



u , . . Relationship* Between Age and 
Participation in Early Retirement Incentive Program 



I FACULTY 

* w 

ERI Participant? 



■.Ms.- 

"50 to. 54 
55 to 59 
. (50 to 64 
65 or over 
Totals 



Yes 

3.6% 

■ CD 



• NON-FACULTY 
ER«I Particip ant? 



43.6% 



14v> ■ . 3*6.4 •» 
(4). , : r(96) 

57.1 „' ^ r6.'3 • 
(16) ,-.(43) * 



25.0 
J2L 



Z.8 

ML 



100.0% . 10(K'056. 
(2a) ^(264) 



• Age 


Yes 


No 


50 to ,54 , 


. 2.6% 


37; 5% 


4* 


(*). 


(94) 


55 to 59 • 


•15.8 


43.8 




(6) 


(110) 


60 to 64 


52.6 


15.9 1 




(20) 


. -(40) 


65. or over 


28.9 


2.8 




(11) 


(7) . 


Totals" 


100.0% 


100.0% • 




(38) 


(251) . 



We 9 shows that, for both faculty and non-faculty, there is a - ' 
strong positive association: between one's" age and his decision to retire. 
Thus, whH 6 ,82.1 percent of the* faculty who participated in the ERI program 
were age 60 or older,' ortyau percent- of the faculty who did not paK 
ticipate ware in this age group. Non-faculty exhibited similar behavior: 
81.5 percent of the ERI participants were age 60 or older,. while only.18.7 ' 
percent of the non-participants were in this age group. ' ' - 



Table. 9 also shows that veryfew of the participants in the Early 

- . ' ?.'•-"» - . - 

Retirement Incentive program retired extremely "early." Among faculty, for 

example,- about three-fdurths of* those eligible for the ERI program were 

aged 50 to 64; yet fewer than .one-fifth of the faculty retirements occurred-^ 

in this age range. The results presented in the table thus reinforce the 

observation that ERI program participants did not retire significantly 

earlier tfian they would have if the program had not been established. 

Value of Annuity 

, The second significant determinant of retirement behavior is the 
Actuarial Present Value (APV) of the retirement annuity. As described 
earlier in this analysis, the Actuarial Present Value translates a stream 
of future annuity payments Into a single, current dollar amount. It is 

""flraQjj'^ at the time_M^n^plgy^s4^ti4=e^ntr- — — 

4 

\ 

•would be just sufficient .to pay that. employee's retirement benefits oyer 

his remaining expected lifetime. - 

The APV's ofthe annuities (including the two years' service credit 

bonus) to which eligible employees were entitled encompassed" a wide range: 

from less than $15,000 tp greater than $35p,;QpO.- Among participants in the 

ERI" program, the average M of the annuity was sliyhtly oyer $128,000; 

among those who did not retire, it was just under $100,000. Again, this 

•difference is statistically significant. 4 

i 

4. Jt-statistic = 2.61, level of significance = 0.011 (2 tail test with 65 d.f.). 



.J_* — Interestingly, the value' of the annuity seems to have been a more 
important consideration to faculty members than -to non-faculty. As Table 
10 shows, among faculty there is a strong positive association between the 
APV of the annuity and participation in t|ie ERI program. Thus, while 40 
percent of those who opted to retire had 'annuities with a total APV of 
$200,000 or more,' only 16 percent of those who retired had annuities with 
APV's of less than $100,000. Conversely, among faculty who did not retire, 
only 9#2 percent would have- received an annuity of $200,000.*or more. 

Table 10 ' . 

r 

, — Relationship Between Actuarial Present Value of- 

- — - Annuity and Participation *>ft Early Retirement 

Incentive Program 



FACULTY 



NON-FACULTY 



APV of Annuity / Yes 

Less than 
$100,000 

$100,000 to 
$199,999 ' 

$200,000 or 
more 



ERI Participant? 




' ERrPartTciTrantr 


Yes ' ■ 


No 


APV of Annuity 


"Yes 


No 


16.0% 


40.2% 


Less than 


66.7% 


77.5% 


(4) 


XiQi) 


$100,000 


4 (22) 


(186) 


, 44.. 0 


50.6 


• $100,000 to * 


21.2 


i5.8 


(ID 


(127) 


$199,999 


• (7) 


(38) 


40.0 


9.2 


$200,000 or 


. 12.1 


6i7 


(10) 


(23) 


more 


. W) 


■ (16) 


100.0% 


100.0% 


Totals 


' 100.6% 


100.0% 


(25) 


(251) 




/ (33) 


(240) 



With non-faculty, the assQciation between the APV of the annuity and 
the employee's retirement behavior is, still present, but in a weaker form. 
Thus, 12.1 percent of those who retired were entitled to annuities with 
APV's of $20,000 or more, compared to 6.7 percent of those who did not 
retire. % * 

-34- , 
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Final Compensation ~ ^ * " J* 

The third significant determinant of retirement behavior among CSUC 
employees is the employee's final compensation (the average annual salary 
received during the most recent three years)-; Because the relationship 
between the employee's final compensation and his retirement behavior is 
not readily apparent in the kind of simple crosstabuTations shown for the 
other two factors^ none is presented here. Rather, the relationship bet- 

- . , . .... — — — «\ 

ween finaV.compensation and retirement behavior emerges only when other 

\ 

important variables are "controlled," or held constant. 

» . . - • * • - --.„'' 

The employee's final compensation is, nevertheless, a significant 

4 * 

determinant of reti rement behavior: holding age and the value of the * 
annuity constant,^, an employee is less likely to retire, the greater is his 
"final compensation. 5 This inverse relationship reflects the fact that, in 
ofder-to retire, the employee must give up-the-compensation which he is 
currently earning. And, the greater his compensation, the, larger is the 
opportunity cost" associated with leaving his current employment. 

In -summary, then, the three factors of age, final compensation, and 
the value of the retirement annuity are all significant in explaining difr 
ferences in retirement* behavior among employees who were eligible for the CSUC 
Early Retirement Incentive program. Further, in comparing' retirement behavior 
during the period in which the ERI program was operational with that of 
previous years, it is apparent that the presence of the ERI program was a 

^ Results of. the -logit analysis of retirement behavior (described below") 
indicate that, when variables measuring age, the value of the annuity, 
and the presence of the ERI program are controlled, the coefficient of 
the variable measuring final compensation fs negative and statistically 
significantly different from zero, t-statistic =,-12.21, level of 
significance = 0.000 .(2-tail test' with.904 d.f.). 
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fourth significant factor ip lnTTuenirrng'the retirement decision* Still 
unanswered, however, is the important question of the relative contribu- 
tions that each of these four factors makes in influencing retirement behavior. 

r 

- • 

*To answer this question, it is necessary to compare retirement behavior 
under the ERI program with that during a similar period when the ERI program 
was not available* Then, with. the assistance of a formal model of retirement 
behavior, the influence of each of the four factors may be analyzed^ 

C. RETIREMENT BEHAVIOR MODEL 

The model of retirement behavior used in' this analysis 6 is based on 
data comparing the retirement behavior of 433 full-time employees who were 
eligible .to retire during the Early Retirement Incentive program (Ma^h 27 • 

* to June 29, 1&J0) with that of 475 fulj-time employees who were eiig^le to 
retire during the same -period of the previous year. The 908 employees 
represent a random sample 'of approximately one-fourteenth of those 
employees who were eligible to retire in each of the two years and who were 

. covered by Social Security. ■ 

. n - * 

Using a powerful statistical method of curve-fitting, termed logit 
analysis, the relative contributions of the four primary factors 
influencing retirement behavior — avje, final compensation, value of the 
retirement annuity, and availability of the £RI program ~- may be . ~ ' , 

ientified. Essentially, the legit technics uses information on observed 
retirement behavior and the values of the explanatory variables to estimate 




model 1 s specification derives Urgely from that of a similar model 
of retirement behavior jamong older workers. See Richard V. Burkhauser,« 
"The Pension Acceptance- Decision of Older Worktrs," Journal of Human 
Resources , XIV, (Winter 1979), op. 63-75. 
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the mathematical relationship which bdst predicts the probability that any 
employee will retire, given the values of the explanatory variables 
for that employee. ■ 

In an attempt to explain the retirement behavior of CSUC employees, 
various combinations of nine explanatory variables were tried. These 
included^ in addition to the four primary determinants of retirement beha- 
vior noted earlier, information on the employee.'s' net assets, health, sex, 

Marital status, and race. -Like the results reported earlier, those of the. 
logit model showed that the four primary determinants of age, final 

Compensation, the APV of the retirement annuity, and the presence of the 
ERi program were of particular importance' in the retirement decision. In 
fact, using just these'four variables, the model successfully predicts 
retirement behavior in fu]ly^_4.„percjentL-Cf-Jthe-ind.i vidua! .xases-on-vMch-i-t— 

is based 7 * ~ an extraordinarily high level of predictive success. 

t. ^ 

Figure 2 shows the estimated probabilities of retirement at ages 
60, 65, and 70 for CSUC employees covered by Social Security whose salary 
is $24,000 per year. The figure illustrates several points. First, 
employees at the specified salary level ($24,000 per year) are more likely 
to retire (1) the older they .are and (2) tho greater is the value of the 
total retirement annuity, expressed as an Actuarial Present Value. For 
example, an employee who was 60 years old, with a salary of $24,000 and a 
retirement annuity^equal to $50,000 (APV) would have had an estimated pro- 
bability of retirement under the ERI program of 2.0 percent; if his retire-. 
. \ 

T, A successful prediction is defined as one in which either: (1) the logjt 

• model predicts a probability of retirement greater than or equal to 50 
percent and thfc employee actually retires or (2) the logit model predicts 

• a probability i>f retirement less than 50 percent and the employee 
actually does^not retire. 

* 

y -37- 



y 



M 
M 

m 

• S 

o 

o: 



180* ~ 



98* 



80* 



?a* 



60* 



50* 



48* - 



38* 



28* 



IB* 



LEGEND 



WITH E.R.I. 



n- WITHOUT E.R.I. 





✓ ✓ 
✓ / 
/ ✓ . 
/ , ✓ 
/ / 
/ t 
/ ✓ 
/ / 
/ / 
/ / 
/ 
/< 
/ 

/ * 

/ 

/ 60 



f 



<S8888 sisaaea sisfeeea $288888 $258888 

r RCTUflRIRL PRESENT VRLUE CF RNNUITY 

^Figure 2 

- eStimrted effect of csuc 

ERRLY RETIREMENT INCENTIVE (E.R.I.) PROGRRM 
/.ON 3-tjONTH PROBRBILITY OF RETIREMENT 
52 RT AGES Sa, 65, AND 7 0 

(ioh employees covert*^ fay Social SacuM*ty, 
earning $24*080 per year) 



J 



$388888 



t 



53 



cent annuity were $100,000, his probability of retirement would have been " 

* * * * * 

10, 5* percent i -and If his retirement annuity were $200,000, his probaoility 
^ of r-eti repent would have &een 79.0 percent ^ 

Second, Figure 2 shows that the amount of incentive provided *by the 
ERI program (that is, the increase in the probability of retire ,t~) vanes 
depending on the probability that the employee would have retired even if - 
the program had" not been established.8 where the probability is either low 
or high, the additional incentive provided by the program is' small, it is 
greatest where the employee's probability of retirement is, near 50 percent ; 

Consider the case of a 65-year-old employee earning $24,000, whose 
retirement annuity without the ERI program has an APV of about $100,000. 
Given these values, his estimated probability of retirement is only about 5 
percent. With the ERI program in effect, he would be eligible for a bonus 
which would increase the APV of his annuity by about $11,000. This increases 
the probability of retirement by about 17 percentage points, to approximate- 
ly 22 percent. 



8. "fjjejatically the increase in. the. probability of retirement associated 
with the ERI program is given'by the. fol iowing equation: 

A P * (1.26 + 0.03463x) [P(i P)] 

where P is an employee's probability of retirement without the ERI program 
and x is the value of the two years' additional retirement service credit 
in thousands of dollars. 
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Suppose Instead that the employee's annuity were worth SI 75,000. fc 

•The value of the bonus* which Is dependent only on the employee l s age and 

* * • < 

his final compensation, is still worth about $11,000* In this r$se, 

however, the increase in the employee's probability ofjretir eaient induced 

by the ERI program is much greater, whereas his prs~ERI program probability 

of retirement is about 42 percent* witlh the ERI program iXeffect, it Is 

about 79 percent ~~ an increase of approximately 37 percentage points. 

,finally> rigure 2 illustrat-es a general ^aracteristic of all* 

Jogit curves — they are steepest at ^nc point where the probability of 

rfciilrercent equals 50 percent* This, in turn, implies that the increase or* 

decrease in trie probability of retirement associated with a change in any 

of the explanatory variables (in this case, th$ APV of the retiranent 

a**nuUy}, »» greatest for an employee *fco is relatively .indifferent between 

retiring'now or later. In other words, this khape /neans that, if an 

employee* s mind H already made up about retirement, a slight change in one 

or another of the oetutininants noted is not going to change his chances of 

retiring very much* If, on the other hand, he is "sitting on the fence," 1 a 

relatively small change *n one of the determinants (such as the addition of 

$11,000 m retirement annuity) will have a marked effect on the probability 

th<rt **e will retire. ^ - 

O. IFFtCT OF THE ERI PROGRAM 

The results of the ^cttrenent behavior rcodel clearly indicate that 
tne CSIC Tarly Retirement Incentive orogrm had a duat' on retirement 

behavior, First, by offering an enployee ad increase m the value of h:j 
ret 'recent ^rma^ty, *he progr^ increased the probdosl ?ty U><** the 
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would Retire by the "normal" amount "associated with changes in annuity , 
value. Second, the ERI program caused a direct increase in the probability 
of retirement, quite apart from that which might normally have been 
expected to occur as a result of the increase. in annuity value. This is 
apparent because, even after controlling for an employee's age, his final 
' compensation^ and the value of his retirement annuity '{including, where' 
appropriate, the value of the early retirement bonus), there is a signifi- 
cant difference between the retirement behavior of tho$- eligible to retire 
between March 27 and June 29, 1979 and that of inose eligible during the 
same period in 1980, when the ERI program was *in effect* 

Why should the ~asly Retirement Incentive program have this addi- 
tional impact on retirement behavior, independent of the effect associated 
with changes in annuity value? Quite simply, the ERI program had this 
additional impact because the program was offered for a limited time only, 
on an "all or nothing, n "take it or leave it* basis. CSUC employees knew 
that if they* did not take advantage of the ERI program when it was 
available, they might not have another chance to do so. On the other hand, 
had the ERI program been offered on a permanent basis {that is, had 
retirees been given automatically two years 1 additional service credit, 
irrespective of when they retired}, then one would have expected to se^ 
virtually all of the program's impact through the normal effects of 
changes in annuity value on retirement behavior. To reiterate, tho ER! 
program had a significant positive impact on retirement behavior, indepen- 
dent of that which would otherwise have been associated with changes in 
annuity value, as a direct result of the program having been offered on a 

limited time basis, with little cr no chance afl>epetmon i/> the nejr future. 

/ *\ 
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* It would clearly be Incorrect to conclude that t if the Early 
Retirement Incentive program were adopted on a permanent basis, or ew>n 
offered with predictable frequency, high participation rates' similar to 
those observed- under the original program 'could be sustained, for two 
reasonsi "first, once the most likely candidates for participation in the 
ERI program have retired, It will take some time for the eligibility pool 
to.bulld up t again. The situation is somewhat analogous to a pressure 
cooker in which a valve is opened. At first, the?e is a great outcush of 
steam and pressure, but if the valve. is opened too wide for too long, the 
escaping pressure's slight.' The second reason why such high participate 
rates could not be sustained relates more to human nature: if an ERI- 
program were offered, say, every year, each eligible employee would have 
much less of an incentive to retire during any given eligibility period. 

In conclusion, then, there can be little doubt that. the "now or 
never" aspect of the CSUC Early Retirement Incentive program contributed 
greatly to its success in inducing additional employees to retire during - 
the three-month eligibility period of March 27 to June 29, 1980. 
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IV, FISCAL IMPACT OF- THE CRf PROGRAM 

One of the most important, and certainly the most difficult, 
question regarding the impact of the Early -Retirement Incentive program 
concerns the program's net fiscal impact: did the ERI program "pay' for 
itself"? To^nsvjer this question it is necessary to know something about 
'when the participants in the program would have retired,. had the ERI option 
not been available, if it is possible to predict with some certainty the 
probability that, an -employee wfll retire during a given year, this infor- 
mation may then be used to simulate wiat retirement behavior would have 

* 

been, both with and without the ERI program; Then, if the estimated total 
cost of compensation without the ERI program exceeds the' total' cost of com- 
pensation with the program by more than the cost of funding the two years 
extra retirement service credit offered as an incentive, it may be 
concluded that the ERI program *pays*for itself/ 2 

» 

A. DIRECT COSTS 

^ The primary direct cost associated with the ERI program is the cost 

„ 

of the two years' additional retirement service credited to program par- 
ti ci parte* As noted earl ier,*l, 047 CSUC employees opted to retire under 
the ERI program; of these, 486 were faculty and 561 were non-faculty. . 
The total costs of funding the early retirement bonuses for * se employees 
amounted to approximately $11.1 million, with about $6.6 million attribut- 
able to faculty and $4.5 million attributable to ncn-faculty retirements. 
The average cost per retiree of funding the bonus thus equalled about 
$13,600 for farulty and $3,000 for non-faculty. 
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Under the terns of the legislation Wfiich created the Early 
Retirement Incentive program (Chapter 656, Statutes of 1979), the full 
costs of funding the additional two years' service credit bonuses had to be 
"paid by.CSUC. In June 1980 s CSUC pai'd the total amount due the State 
Teachers' Retirement System ($292,444) and $'4.0 million of the $10.4 
million due the ( Public Employees.' Retirement System. In April 1931, the ' . 
systesi paid the remaindey'due'PERS, $6,395,497, plus $324,060 in interest 
charges calculated at a 6.6 percent annual rate. These transactions are 
.summarized in Table 11. 



Table; 11 

f Early R£ 
incentive Program-Funding 



Summary of Early Retirement- 



I. > Paid the Public Employees' Retirement System 

A. Two years' service credit. 

1. Initial ' payment $ 4,000,000 

2. Final payment , , '6,395,497 

B. Interest #'6. 6% (7/1/80 - .3/31/81) 324,050 

C. Administrative charges 86,480 
Subtotal • $10,806,037 

II. Paid the State Teacher's Retirement System 292,444 
TOTAL ' . $11,098,481 
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8. NET FISCAL IMPACT " — ' • • .' ' 

In the following analysis, the net fiscal impact of the ERI program 

is estimated separately for faculty and non-faculty positions, for two 

„ *» . ; » • 

.reasons*. First, while Eaiiy Retirement Incentive-type programs are, at 

,least fh principle, appl icaMe^ to various employee groups, such. programs 

are likely to be of particular interest to* institutions of higher education 

which are seeking ways of increasing turnover among faculty. One analyst 

of college and uni -sity early retirement systems, Dr. Carl V. Pattonof ' 

"the University of Illinois,' describes the plight of higher education insti- 

tutions in the following terms: * , * 

AcademiVs interest in early retirement ahd mid- 
career change programs derives to a large extent from, 
the budgetary and. manpower problems- now faced by many 
co^eges and universities. During the so-called - ' ' • 

'steady-state," some colleges and universities will 
, find that they are #>1e to hire'few young professors — 
the very people upon whom t)iey depend substantially 
for new ideas and rejuvenation.* The problem will' be 
particularly acute for institutions with large per- 
centages of tenured faculty members, schools 
experiencing slow or.no growth, and those having few 
retirements.* These institutions may find that they. 
.Hre unable to rejspond*to enrollment shifts and other 
changing, demands. * Furthermore 1 , the sfeady-state and 
low turnover may make ft difficult for a university 
to increase the number *bf Women 'and minority faculty 
members at a rate it 'considers desirable. * 

.♦**'•».. 
'The second- reason for analyzing separately the .fiscal- impact of the- 

* * * 

ERI program on faculty positions relates to certain practical considerations 
involved in simulating retirement behavior .among CSUC employees. First, 
the fisc*," implications' of the ERI* program are likely to differ greatly for 

~' Carl V. Pat ton, Academia in Transition . (Cambridge, Mass.: Abt Books) 
197S, p. 5. 
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faculty versus, other CSUC employees. Because the salary range between an 
. enti?y-ievel assistant professor and a full professor at the top step is . 
much greater than the salary, range for any other occupation within the' 
CSUC system, the replacement of, a faculty^position vacated by -retirement 
with a new bire at the entry level is likely to result in .considerably move 
savings than, say, repjacing a senior clerical worker with his entry-level* 
counterparts- Second, data such as age and salary distributions, which are 
necessary for the construction of a simulation model, are readily available 
for faculty* ~< • 

!• FACULTY ' . 

' As noted above, the appropriate mjethod for evaluating ,the fiscal 
impact of the Early Retirement Incentive program is to compare the costs of 
compensation both with and^ithout the program. To fully account for the 
longer-run a$ well as the current fiscal effects of the ERI program, the 
comparison should cover projected costs several years into the future. If 
total estimated compensation costs without the ERI program exceed .those 
witH the program by more than the cost of fundirig the additional two years 

- 0 9 

,pf ^retirement service credit, then the program has generated -ret savings to 
the state, ' • * 

The following simple model of faculty retirement behavior is 

V 

intended to clarify the steps involved in making these comparisons, 

a, Simple Model of Faculty Retirement ■ * - - 

■ » * 

Suppose that* the ERI program induces a proffiSJX)rLJ9arning $30,000 per 

year to retire in the current year and that he is replaced by an entry- 

level assistant professor earning $18,000 per year. Further suppose that 
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the new professor Is" expected to retain in the CSUC system for 10 years.* 

What "are the .sayings to the system, if any, resulting from the full 

■ < - . * 

professor* s; early retirement? \ 

•* 3 and 4 illustrate the savings the CSUC for this one' ' 

case * fr '^^^®^§ serl ^ tne cost to the system over* the next ten years 

of~the assistant professor/" The graph assumes that his salary will 

. , 4 . " , * ' . . 

increase, .on average, by 11. percent per year due to merit steps and cost of 
/living increases. «• Figure 4 shows what the system would have spent over the 
next ten years in the absence of the full professor's early retirement. 
*Tb,e graph assumes that, weretne ERI program not available, the professor 
would have retired in .three years. The graph also assumes that, over these 
three years, tfte professor's salary would have increased by_6 percent per 
year, because he is eligible only for cost of living adjustments. Finally, 
Figure A assumes that wh^e-the-prefessor-'lretires, he is replaced by an ' 
assistant professor earning $21,438 (that is, the old. entry-level salary of 
.$18,000 inflated for three years at 6 percent per year). Jhe assistant, 
professor's pay increases thereafter by 11 percent per year. 



The savings attributable to the professor's early retirement aw 
calculated by subtracting the shaded area in Figure 3 from that in Figure 
4. If the resulting dollar amount is greater than -the cost t^the CSUC 
.system of funding the professor's extra two years of retirement service 
credit, then the ERI.-program has generated net savings. 
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Ia^the example just' presented , the savings in compensation costs 
attributable to the ERI program equal $4,248. That is, compensatiot, costs 
'under the program are $4,248 jess than they would have been without the" 
program. In order to calculate the net. cost of the ERI program associated 
with this position, the cost of the two years* service credit bonus "must be 
subtracted from the savings in compensation. If the resulting dollar- 
amount is positive, then the ERI program has generated net savings for this 
position. In order to determine whether the ERI program as a whole has 
"paid for itself," similar calculations must be made for each of the posi- 
tions vacated under the program, and the total net cost or savings tallied. 

Note that, in order to evaluate the cost or savings attributable to 
the- ERI program, it is necessary to analyze' the retirement behavior only of 
those positions which were vacated by retirees under the ERI program. The 
reason is straightforward: if an employee did not choose to retire during 
the three-month eligibility period the ERI program was in effect (and thus 
declined to take advantage of the "bonus" 'which it afforded), he most cer- 
tainly would not have retired during this same period, had the m program 
not been in effect. Thus, it 1s reasonable to assume that the. retirement 
behavior of these employees in the absence of the ERI program (and the 
costs associated with their positions) would have been the same as that 
during the program. Consequently, these compensation costs may be ignored 
in analyzing the fiscal impact of the ERI program. 

b. Limitations of Simple Model 

- A little reflection on the simpie model just described reveals some 
serious limitations. First, how is one to determine the number of years 
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that the early retiree would have remained in the CSUC system, had the ERI 

program not been available? Second, how is one to determine r^.nynber of 

years that a new employee will remain in the system? And, finally, how 

does one determine the'new employee's salary? 

* Further reflection on these crucial parameters indicates that each 

is not strictly "determined 11 but, rather, is characterised by a certain 

probability of occurrence* That is, it is not possible ^^ay, for . 

example, that in the absence of the ERI 'program a given employee wO<$i 

definitely have retired in exactly three years. .It may be possibfe^o state 
* • 

with some degree of confidence, however, that ifi the absence of the ERI 
program, tl)is particular employee's probability of retirement within one 
year would haye been, say, 20*percent; within two years, 50 percent, and so 
forth, where such probabilities are a function of the employee's age, 
salary, and the value of his retirement annuity. Similarly, it may be 
possible to calculate the probability that a newly-hired employee will 
leave the CSUC at any given point in time, based on such characteristics. 
Indeed, this isjthe approach which is taken in the simulation model used in 
this analysis, described below. 

The problem of determining the new employee's salary is a bit more 
complicated because of the correlation. between an employee's 'age and his 
salary ~ the older he is, th£ higher his salary is likely to be. One - 
solution, which again is used in the simulation model, is to pick the new 
employee's age based on the actual age distribution of newly-hired, full- * 
time faculty within CSUC, Then, the new employee's salary may be picked 
from a table giving the actual average salary paid faculty members of a 
given age* This approach has the added advantage of eliminating the need 

i 
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for assumptions regarding a rate of salary increase /for various employees, 
tf ft may be assumed instead that the relationship between faculty members' 
ages and their salaries will remain fairly constant over the period 
examined. Then, whenever an employee's age ^creases, his salary may be 
increased according to the age-salary relationship described in the table. 

c. Description of the Faculty Simulation Model ' 

The faculty simulation model used in this analysis, then, builds on 
the simple model described earlier, while avoiding the simple model's limi- 
tations just noted. In brief, the computer-based model calculates esti- 
mated compensation? costs for 221 full-time faculty positions 3 vacated 
during the £81 program, for two cises: (1) with the ERI program in effect 
and (2) without the ERI program. Costs are projected for a period of rif- 
teen years in each case, and the cost difference compared. In addition, 
the simulation model keeps a record of the costs of the two years' additional 
service credit so that the net cost of the ERI program may be evaluated. 

The computer simulation model begins by calculating the 15-year pro- 
jected costs of the affected faculty positions under the assumption that 
the ERI program is in effect. Firsts the computer "throws the dice" 
(generates a random number) and; uses this, information to pick the age of 
the newly-hired faculty member from a table giving the actual age distnbu- 

a ■ - » 

tion of recently-hired faculty. Next, the computer picks the employee's 

T. Unlike the simple model described earlier, the faculty simulation model 
calculates total compensation casts (i.e., salary plus fringe benefits) 
associated' wfth each positio^C The cost of benefits is calculated at 
26 percent of the employee's salary. 

3. ' Although 329 full-time faculty positions were vacated during the period 
the ERI. program was u, effect,, data necessary for the simulation mode i 
were available for only 2?1 of these. 



salary fron a table relating age to average salary* 4 Eased on the 

employee's* age, salary, and years of service credited to PERS, the 

Actuarial Present Value of the retireinent annuity he would receive by 

retiring in the current year is calculated^ Then, the employees p^oba- 

bility cf separation from the CSUC system in the current, year is calculated 

(as described below) • Next, the computer generates another random A*rter 

and, based on this figure and the probability of separation just 

calculated, decides whether the employee' leaves the CSu(^syster» :f t*n? # 

employee leaves, the ccnputer generates a random nunfaer to pick tr.e a^e c? 

another new hire, and the process begins again, if the employee dees not 

leave, the cost of his salary and benefits >s tallied* the counters keeping 

track of the yea»* simulated, the employee's. age, and h^ years of service 

credited to PERS all advance by one, the wplt>yee 4 s salary is increases 

* * * » > 

accordingly; and the process begins anew* 

This process of slnnlating faculty behavior with the ERI program 

continues for fifteen years o* projected costs* at which paint the ~ode* 

has calculated the projected costs* associated with just the first of we 

221 faculty positions simulated* The computer node! then perform tne 

calculations for each of the refraining 2?0 positions until the Calculation 

of the total costs associated with these positions, with the IM\ r»ro?ra r t 

effect, is completed* 

» 

3"! TFeHfaFTes ending the age distribution of ve<i\y -hired *acjlt> arc 
rel at i onsh i p* between faculty tge and average salary are zro<>ericc 
Appendu B. « 

5« A description of now t;he APY of the ret 'recent an»o*ty is :^c.!i» *s 
. presented in Appendix 8. 



Following similar procedures, the Computer s^ul at ion. model calculates 
jNftat the projected costs wSuld have been had .he Efrl^ojram not been in* 
effect* This time, the model begins by estimating the probability that the 
early retiree would have retired*, had theTRI program not been available 

(see*e of the "early" retirees, of course, would have retired reocrdl ess of 

' * '*« * *, ** * - 

r$ethe£ the EiU progr^n was available)* As before, the computer generates* 

** " » 

a random number t©- decide whether the employee leaves. the system. If he 

...» » 
leaves, & new employee is chosen, to replace him and the simulation con- 
tinues along the lir&s previously described.. If he does not leave, his 
salary is tallied and the simulation continues. A flow chart, describing 
these processes in some detail, 'is presented in Appendix 8. *, 

'i. Bu dgeted Versus Actual Costs 

• The distinction between budgeted and actual costs is crucial in analy2- 
J./ ) J..tJ!je,_fjUc.aLL_iropact--Of the Xarly Reiirefseni Incentive program. Budgeted costs 
are the relevant measure for assessing the fiscal impact of the ERI program on 
the California State University and Colleges and the State of California. Actu«i 
costs, however, are the relevant measure for assessing the likely fiscal impact 
of an £RT-type program on most other institutions of higher education. 

In preparing CSUC's annual budget, the system budgets each faculty 
position which 1s occupied as of June 30 {the day before the beginning of 
the new fiscal yea*} at the actual salary for-that position, adjusted for 
merit raises aad cost-of-living increases. In addition, any faculty posi- 
tions **htch are vacant on June 30- are reclassified to the entry level 
{assistant professor, step 3) and H u #geted accordingly. 6 Finally, the 

C^lliFannuaT salary of an assistant professor, step 3 in 1980-81 is $19 v 692. 



system recognises that/ because of turnover, not all positions jdgeted 

will actually be filled during the entire. budget yea r* by deducting an 

— * ■« * 

amount for "normal salary savings" {in 1980-31, this amount equalled I A 

percent of the total budget for faculty salaries}** 

As noted all faculty positions which are vacant on June 30 are 
reclassified to an assistant professor, step 3. If the position is sub- 
sequently filled at a higher salary l^vel, the difference between these 
two salaries must be funded by additional salary savings realized from 
other faculty positions (either by granting fewer promotions or by holding 
open other faculty positions vacated during the budget year). Conversely, 
if tiie position is filled at a salary below that of in assistant 
professor/3, "excess" salary savings are generated. In practice^ then, the 
sua of the salaries budgeted for alj[ faculty positions in the CSJJC repre.- 
senCs as- upper limit on the actual amount which nay be spent for faculty 
compensation, 

r 

Because ih&£arXy Retirement Incentive program was in effect firom 
March 27 totJune 29, 1980, the vast majority of the faculty positions 
vacated under the program were still vacant on June 3D, 1980. As a result, 
the salaries for these positions were reclassified to those of an assistant 
professor/3 for the 1960-81 fiscal year, /even though the actual , first 
year salary costs associated with the new faculty hired to fill these posi- 
tions would likely exceed their bu dgeted costs. This would pccur because 
the average salary paid a new professor within CSUC is general ly greater 
thsft that of an assistant professor, step 3/ But, in order to pay these 
new professors* salaries at /ates higher than those budgeted, the CSUC 
system would nave to achieve "excess" savings with respect to tne total 



salaries budgeted for remaining faculty positions. (In following budget- 
years, this problem will not be as acute, because the actual salaries paid' 
the new faculty hired during 1980-81 will be reflected in those subsequent 
budgets.) * • ; 

• Thus, any expenditures over . the amounts budgeted for the new 
. salaries of faculty positions vacated under the ERI program must be offset 
by reductions under the amounts budgeted for salarfes of all other faculty 
positions. In this sense, the amounts budgeted for the faculty positions 
affected by the ERI "program represent the relevant measure of resources, 
•associated with these positions, which are available for expenditure by 
CSUC. ' Therefore, budgeted costs- are the. relevant measure for assessing thd 
fiscal .impact of the ERI program on the California State University and 
Colleges. t ' 

On the other hand, for institutions of higher education in general 
{which do not follow'the CSUC budgetary practice of reclassifying vacated 
faculty positions downward), budgeted costs are likely to provide a 

« 

misleading »— and; overly-optimistic" picture of an ERI-type program's * 
fiscal effects. For these institutions, actual costs are the more 
-appropriate measure of fiscal impact. v 

The simulation model developed for this analysis calculates the 

1 

fiscal impact of the* ERI progrcim in two way*. In the first version, the 
mc-Sel assumes that the positions vacated during .the ERI .program are 
recTassified to the assistant professor/3 level in 1980-81*?^ The model , 
further assumes. that any faculty position vacated during a subsequent 
fiscal year will be vacant on June 30 of that year and, hence, will also be 
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.Reclassified to assistant professor/3 for the fiscal year immediately 
following the year in which the vacancy occurs; The results generated by 
this version, termed "projected budgeted costs* 4 , are presented in the text. 
The second version of the rnodel 'reports the "projected actual costs" asso- 
ciated with the positions vacated under the ERI program* Readers" 

^interested fn the simulated fiscal impact of the ERI program , reported on 
an "actual cost" basis, should refer to Appendix* C. 

ii . Estimating the Probability of Separation 7 

The calculation of a faculty members probability of separation from 
the CSUC system takes jflace in two parts; m ; 

• if the employee is under 50 years of age, his probability of 



separation is derived from a table, based on actual CSUC 
experience, relating the probability of separation to the 
employee's age, 8 - 

• if the employee is aged 30 orvOldec*Jhis probability of separa- 
tion is based on a logit ntodeL similar to the one described in 
Chapter HL 

The logit model estimates a faculty member's probability of separation based 
on his age, his salary, the Actuarial Present Value (APV).df his retirement 
annuity^ and a dummy variable indicating whether the ERI program was in effect. 



7. For purposes of the faculty simulation model, the terms "separation" 
and "retirement," as they applv to farulty aged ^50 or older, are used 

t interchangeably, although technically, "separation" is a broader term 
than "retirement," encompassing retirements, deaths, "quittings" and 
"^firings." .A comparison of predicted retirement probabilities with 

— "historical separation rates for* these employees reyealed negligible 
differences. 

8. The table relating the faculty member's probability of separation to his 
age (fo> % those -under 50) is presented in Appendix B, 
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The model successfully predicts the retirement^ behavior of CSUC faculty who 
were.eTigible for the- ERI program in $5' percent of the cases. 9 Results qf 
, the faculty logit model are shown' graphically in Figure 5. 

• : /.\. . '/igure 5 shows the-' estimated effect of the CSUC Early Retirement. 

• Incentive program on the probability that a- given faculty member would 
retire daring a three-month period, at ages 60, 65, and 70, .The probabili- 
ties shown in.tye figure are. for faculty who were at-the top step , of JfaC-T 

t full professor rank in 1979-80 .(earning $3.1,416 per year) "and who were 

, covered by Social Security. Like the logit curves described earlier in 
this analysis,, these curves show that faculty members at this salary level 
are more l ikely- to retire . (1) the older they are and (2) the greater is the' 
APV of their retirement. annuity. Calculations of separation probabilities • 
fbr^specific^ages and years of retirement service credit are presented in 
fable 12. . • ' 

> * - * < 

• - • ' . ' • ...... .% i% * 



• Jt " T. A successful prediction is* defined as one in which either:. (l) ,the 

logit model predicts a probability of retirement greater than or equaT 
ta SO^percent and the employee*; actually* retires or (2) the logit model 
, predicts a probability of retirement less than .50 percent and the. 
employee actually* does not retire. • . 
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Estimated -Effect Early Retirement 
. Incentive Program on Probability 
of Retirement At Ages 50 to 70 a 



A - 



Years of 
Retirement * 
Service Credit 



8 



o 



5. 
10- 
15 
20 
25 

5 

10 
4'5 
20" 
25 
30 

, v.* - 

5 
10 
15 
20 
25 
30 
35.".. 

5 ' 
10 
15' 
20 
25 
30 
35. 
40 



r 



APV^ of 
Annuity 
' Without 
ERI Program 

."'$ 22,878 
' 45,756 
68,634- ■ - 
91,512 
■. 114,390, 

'$.27,774 
. -55,548" 
83,323 , V 
111,097 ' 
138,871 
. 166,645 

$ 33^970. . 
.; «7;9*CT^ 

101,910 - ' 
135,880 
169,850 
203,820,.: 
. 237,790 " 

,$ 35V8n." 
.71,621 
107,432 
143,242\_ 
179,053 
. 214,864 
250,674. 
286,485 



APV D of 
.. Additional 

2 Years, 
T ervice Credit 

$ 9,151 ' 
■ • 9,151 . 

9,151 
» '«M51 ... 
"9,151 

$11,110 
» ll.UQ* ■ 

. 11,110 

. 11,110 
11,110. 

11,110 

$13,588 

".;13y588 v. 

13,588 
: 13,588 
13^588 - 
.13,588 
• 13,588- ., 

: -$14^24 
14,324 
14,324 . 
14,324 
14,324 
14y324 
14,324 
14,324 



Total APV D Estimated Three-Month 
of Annuity Probability of Retirement 

With ERI Without With : 

Program ERI ERI Change 

$ 32,029 0.0* 0.1% 0.1% 

54,907 0.1 • 0.2 " 0.1 

77,785 0.1 0.3 ' • 0.2 

100,663 0.1 0.5 , 0.4 

123,, 541. 0,2 0.8 : 0.6 

$ 38,884- ' 0.1% 0.4% 0:3% 

66,658 0.2 0.7 0.5 ' 

94,432 0*3 1.2 • - 0:9 

122,206 0.5 2.0 • 1.5 

149,981 0.8 3.4 *2.5 

177.755 • -1.3 ) 5.6 4.3 

$ 47;558 0.3% 1.2% 0.9% 

81,528 0.5 ' 2.3 ' 1.8' 

115,498. 1.0 4.4 3.4 - 

145,468 ' 1.8 8.1 " '6.3 

183,438 3.4 / -14.4 11.0 

217,408 .. 6.4 24.3 17.9 

251,378. , 11.5 38.1 26 ..6 

$50,135 ' 0.7% 3.2% 2.5% 

85,945 1.4 6:2 -4,8 

121.756 2.7 11.5 8.8 
157,567 5.1 20.5' 15.4 
193,377 -9.7 33.9 24.2 
229,188 17.5 ' 50.4 32.9 

•264,998 29.6 66.8 37.2 

300,809 45.5 80i.O 34.5 



o 



5 
10 
15 

28;,,; 

30- 
35 
40 

45 - 



$ 30,280, 
60,561- 

\ 90,841 
121,122, 
151,402 

■ 181,683 
211,963 
242,24' 
272,5a 



$12,112 
12,112 
12U12 
12,112 
12,112 
12,112 
12,112 
,12,112 
12,112 



$ 42,393- 
72,673 
102,953 
133,234 
163,514. 
193,795 4 
2*24,075 
254,356 
284,636 



5.2% 
8.7. 
13.9 
20.8 
18.5 
34.5 
36.3 
33.1 
26.4 



a. .Probabilities shown are for male, married faculty, covered by Social Security, with 

final compensation of $28,765 oer year. 

b. Actuarial Present Value. 
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Tabte IE .presents in tabular form the .information contained in 

Figure 5. m In. addition, the, table presents estimated probabilities of 

separation for faculty at ages 50 and 55. The* table ^showsttiat-; for . K 

faculty whose age is near 50 and whose years oT service credit are few, the 

three-month probability of separation is very cligtjt. FoK example^ a^50 

year old faqulty member with 10 years of retirement service cpeciit has an 

estimated three-month probability of separation of just. 0.1 percent. .With 

the ERI program in effect, his probability of separation is increased bnly 

very slightly, to Q.2 percent. , • * 

* * 
For older employees with more years of retirement service credit, in 

contrast, the three-month probability of separation is rather high. For a < 

55-year-old faculty member wivh 35 years oTVetirement service credit, the . 

estimated three-month probability ofseparation is 29.6 percent without the 

ERI progranf and 66.8 percent with the program. Note that the additional 

incentive provided by the ERI program is greatest for faculty whose pre-ERI 

program probability of separation is in the 20 to 50 percent range. 

It is important to emphasize that the. probabil ities presented in the 

figure and in the table are ' three-month probabilities*. That is, the 

figures shown represent the probability that a fagulty member would retire 

during a three-month period* (such, as that during which the £RI program was 

in effect). The probabil ity that <* faculty member would retire during a 

given year is, of course, higher than the three-month probability. For 

example, jn the absence of the ERI program, the three-month probability of 

reparation. of .a 65-year-old faculty member with 35 years of retirement service 
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credit is^ 29.6 percent, as noted above. The corresponding annual probabil- 
ity, of retirement,, hoy/ever, is 75. 4 percent. 1'0 . . ' , 

d» Faculty Simulation Model Results 

The faculty simulation model described above was run for 25 Simula- 
tions of ftffeej^ye^rs _each. The model estimated the future costs asso- 
ciated vit^Z^t the 329 full-time faculty positions vacated during the 

\ %v :-'. y • - . 

. CSUC Early Itetirenient Incentive program, both with and without the ERI 

program in "effect. These 221 positions represent those positions held by 

individuals covered by Social, Security, for which the necessary data on 

age, final compensation, years -of retirement service credit, and value of^ 

•*•"*•♦ ..' 
the annuity were avail able.*- The average costs per year for the 25 simula- 
te ' . 
tions were then inflated by a factor of 1.49 (i.e., 329/221) to yield esti- 

mated costs associated with the 329 full-time faculty positions vacated, 
i. Projected Net Costs 

Budgeted costs, as projected by the simulation model, afe presented 
in Table 13. (A similar table, giving actual costs, is presented in 
Appendix, C.) Table 13 shows that, for full-time faculty, the Early 

♦ 

Retirement Incentive program does, indeed, "pay for itself." In the first 
year of £he ERI program, the estimated costs of funding the two\years of 
additional retirement service credit equal $4.2 million; at the same time', 
the estimated cost savings attributable to -the ERI program (allowing -for 
the fact tha't some of the early retirees would have retired in* any event) • 

10. The following formula relates the yearly probability of separation 
to the three-month (quarterly) probability*:* 

Py = 1 - (1-P q )4 ' ^ 

- Thus, P y equals 1 - (1 - 0.296.)*, or P y = 0.754 
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Table 13 

SIMULATED FISCAL IMPACT OF CSUC 
EARLY RETIREMENT INCENTIVE (E.R.I.) PROGRAM 
(for; 329 full-time faculty positions 
vacated during the t. R.I. program) 
- AVERAGES FOR 25 SIMULATIONS — 

•4 

PROJECTED BUDGETED COSTS - 



YEAR" 



. SALARIES + BENEFITS 
(AJ W/ ERI (B)W/OUT£RI < - 



1980 7 81 $8,163,130 
1S8H82- 10,368,359 

1982- 85 — tl 0,580,l" , 0 

1983- 8$ - 10,775,' -6 

1984- 85 10,981,085 



1985- 86 

1986- 87 

1987- 88 

1988- 89 

1989- 90 

1990- 91 
1991*92 
19*92-93 

1993- 94 

1994- 95 



11,166,230* 
IV.347,892 
11,474,520 
11,602,172 
1J.7S8.86S 

11,840,308 
11,945,219 
12,036,650 
12,093,730 
-12-157^857 

t „ 



$12,745,764 
lr,570,-765 
12,24Sf,791 
11,909,449 
11.744,490 ,. 

11,497,642 
11,392,517 
11.290.905 
11,343,718 
11,436.639 

11 ,505,395 
11,606,864., 
ll f 661 ,73i 
11,673,182 
11.772.734 



(0 




■ (F) 


9* 


4% 


$-4, 582, 634 ' 
-2,202,406 
-1,665,621 

' -1 ,133,553" 
-763,405 


$4,220,192 


$-362,442 
-2,202,406 
-1,665,621 
-1,133,553 
-763,405. 


$-362,442 
-2,159,222 
-1,600, §43 
-1,068,172 
-705,268 


$-362,442 
-2,117,698 
-1,539,960 
-1,007,724 
-652^562, 


-331*412 
" s-44,625', 
183,-615 
258 .'460 
328,226 




-331,412 
-44,625 
■ 183,615 
258,460 
328,226 


-30O,17o" 
-39,626 

.159,848 
220,593 

' 274^45 


-272,397 
-35,268 
139,532 
188 ,.154 
230,607 


333,913 ' 
" 338,355 - 
374,, 959 
420,548 
385,123 


/ — 


333,913 
338,355 
•374,959 
420 v ,548 
335,123 


273.925 
272,126 
295,653 
325,09? 
291,875 


225,580 
.. 219,789 
234,198 
252 ,570 
222,399' 



6% 



$-362,442 
-2,077,742 
-1,482,397 
-951 
4,688 

-247,650 
-31 ,459 
122,114 
162,161 
194,276 

186,45b 
178,241 
186,343 
197,169 
170,340 



8* 


10'* 


$-362,442 


S-362,442 


-2,039,265^2,002,187 


-l^-ofc 


-1 ,375,546 


^-899,851 


-ttl ,655 


-561.125 


-521,416 


-225,553 


-205,781 


-2a,121 


-25,190 


107 J 38 


94,224 


139,638 


120,573 


164,195 


139,200 


154,666 


128,738 


145,115 


118, 5$1 


148,901 


119,473 


154,635 


121,818 


131,119 


101,415 



1 

CM 
I 
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equal $4.6 million, for a net savings of $362,442. / Thus, the simulation 
model- indicates that bver 100 percent of the costs' associated Kith funding 
the extra annuities for 'faculty early retirees is recouped* by cost savings 
in the first year. 

/ The table also shows that significant cost-savings associated wi^h 
. tho vacated full-time faculty positions persist for several years, with 
estimated savings of $2.2 million in 3981-82, declining to $45,000 in 
1985-87.. From 1987-88 onward, the estimated costs associated with the ER T 
. program are v^uallyjdentical tc thos^ without the program, with the - 
former exceeding tb^ latfer by no.more ihan $0.4 million (abobt 3 'percent 
of the total costs of "compensation associated with the 329 full-time 
faculty positions in these years). • * 

The costs reported in Table 13, it must be emphasized, represent 
real dollar costs . That is, no allowance has been made for inflation-driven 
cost of fivirig increases in salaries and benefits. (Recall that increases i 
compensation are based on a table relating the faculty member's' age to an 
average salary for -that age.) Similarly, the- discount rates reported under 
"the heading "Discounted Net Cost" represent real rates of 'interest; that is, 
the interest rate net of inflation." The table thus shows that, 'under' any ' 
reasonable assumption regarding an appropriate discount rate, the conclusion 
*hat the ERI program pays for itself (for faculty positions) remains valid." 

.. y Figure 6 presents the same information as Table 13 on (undiscounted) 
costs, in graphic form. The figure clearly shows the tendency of the 
ER,I program to generate significant savings in the e'aYly years follow- 
ing the program's implementation. The figure also shows how estimated 
costs for the vacated full-time faculty positions, both with and 
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. without the ERI program, converge around 1986-8?" and. remain virtually iden 

tical thereafter. ■ 

• • - 

11 • 1 Optimal Frequency of Offering a Faculty-.ERI Program . % 

& * ~. 

me phenomenon of converging costsJHustrated in Figu're 6 ■ 
♦ * ) 

reflects the .restoration, in a sense, of these costs to an. equilibrium 

level . That-.is, prior to tfie offering of fie ERI program, the 329 full- 
-time faculty positions which would later be vacated were occupied by -a 
^ group of faculty whose ages and compensation levels were substantially - 
above the averages for full-time faculty in general within CSUC. As these 
faculty members took advantage of the ERI program and their positions were 
filled by younger, lower-salaried' faculty, the cohort's "average age aud 
compensation levels* shifted in the other direction « below the' respective 
means for full-time faculty in general.' Gradually, as a result of aging, 
salary increases, and additional turnover, -the cohort's compensation costs 
approach a long-run equilibrium level. For estimated costs in the absence 
.of the ERI program, -a similar phenomenon occurs. In this case, However , 
the 329 full-time faculty positions j5re gradually vacated as a result' of 
normal retirements and the cohort's compensation costs. approach the long- 
run equilibrium level from above. . 

Iraport£.<t implications regarding the optimal frequency of offering 
an Early Retirement Incentive-typ^-program ^or facuUy follow from. the 
?quilibrium-seeking phenomenon just noted* Based on the simulation r,,cdei 
results, approximately seven to eight years must pass following the 
• offering of the Eft. program before such an equilibrium will have, been 
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restored. This in turn, 'implies that it will take about this length of. 

* 

t^me for sufficient ,f p|essure" to build up to achieve similar numbers of 
retirements in * subsequent off&rirtg of an ERI-type program. If results . 

\ 

« # • i 

similar to. those obtained from the CSUC Early Retirement Incentive Program 

,{as\it applies to faculty) are ^esired„ then, the next ERJ-type program 

probably should not be offered 'for at 1 east se^en to eight years* 

. \ . 

' i iiu Caveat: Effects of Faculty Early Retirement Plan • • 

As noted, the simulation model results reported in Table 15 indicate} 
* * * , 

that the CSUC Early Retirement. Incentive program will generate net savings 
associated with the full-time faculty positions vacated; -the, model further 
indicates that such^£vi^g5 v ^ill amount to, approximately $6.1 rof 11 ion 
during the five years following the offering of the ERI program. It must 
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CSUC to' faculty employees only., these estimated sayings ipay be overstated 
by $1 mjlliqh or more. 

Under the CSUC Faculty Early Retirement Plan (FERP), authorized sinct 
1963 by statute (Government Code Sfection 21155), faculty who retire are per- 
mitted to return to their respective campuses and teach up to one term per 
year until' reaching age-70. The returning faculty are paid at. their 
former salary rate, as adjusted by any salary increases which may have been 
granted since their Retirements. * . ^ t ; 

In addition to receiving the two years' service credft Donus, then, f 
faculty v*ho retired unuer the ERI program are also eligible to return and 
tfeach. "nder tfje FERP. To the extent £hat they do so, and fi.ll positions 
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which otherwise would have been filled by newly-hired faculty, the esti- 
t mated savings attributable to the ERI program'will be reduced. 

1 While it i t S|not possible to estimate exactly the magnitude^ af the 
additional costj associated with the faculty who return, a rough estimate 
may be made basedon information obtained .from the questionnaire sent all 

\ 

329 full-time faculty who retired under the ERI program. Responses to the 
Legislative Analyst's questionnaire indicate that 61 percent of these 
faculty planned to return and teach on a part-time basis under the FERP. 
if all of the full-£ime faculty who indicated their intention to do so 
actually returned to the campuses and taught on a' part-time basis during 
the first year following the ERI program, about 85 full-time faculty posi- 
tions would be taken, at a cost (including fringe benefits) of about $3.0 
'^million. Had these\ positions betjn fiYled instead by newly-hired, faculty, 
. 'total costs associated with these 85 positions would amount to about $2.1 
million. Thus, as a result of the participation of faculty retirees in the 
Faculty Early Retirement Plan, the first -year net 'savings of $362,442 given 
by th^ simulation model could be offset by additional costs of up to $0.9 

# * ' » 

- million. 

On balance, our anaV;is indicates tfjat, even after accounting for 

these Additional first-year costs attributable to the Faculty Early. 

v • \ \ * 

Retirement flan, the Early Retirement Incentive program's fiscal effect 

with respect to faculty if still, one of net savings. This conclusion is ' 
based on the observation that^, -in-tho-second year and thereafter, the* addi- 
tional costs resulting from participation of retired faculty in the FERP 
will decline. Further, 'to the extent that FERP-relateu* costs persist, 
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th;y tjrill, in all likelihood, be more than offset by the yearly net savings 
predicted by the simulation model, with the result that the additional * 
costs incurred in the first year will be outweiglied by rjet savings in the 
second and succeeding years. For these reasons, our conclusion that the 
CSUC Early Retirement Incentive program represents a cost-effective means 
. of in^TiTTg ^acuI^ early remains unchanged. 

i NON-FACULTY — _ j 

\ An assessment of the Early Retirement Incentive program's fiscal 

impact on non-faculty positions" is more difficult to make than, it was tor 

faculty because, wfvpe the latter is a relatively homogeneous group, non- 

faculty^employees comprise a. diverse range cf occupations, ranging from 

clerical workers to vice-chancellorsw. As such, the tasks involved in 

modelling the fiscal impacts of the ERI program with respect to non-faculty 

especially estimating the costs .associated wit!, the new. hires ~- pose ^ 

virtually insurmountable problems. 

Despite the problems involved in modelling the fiscal impacts on non- 

. faculty {Jositionsi however, it is still possible t6 draw some conclusions 
\ \ 

regarding the question of whether non-faculty retirements also "pay for 
themselves." The analyses 'which follows will demonstrate that it is highly 
unlikely that non- faculty retirements generate any net savings and that 
such .retirements probably generate substantial net costs. Thus, the answer 
to the question, "Do non-faculty retirements pay for themselves? 1 ' appears 
to be "No." , 

That the fiscal Implications of ron-f acuity retirements differ so 
greatly from those of faculty is a direct consequeace of (l)'the amount of 

\ ■ *7 \ 



potential savings that can be realized by replacing, retired employees and 
. (2) the costs of. funding the early retirement bonus associated with each 
type of position. Quite .simply, the range of' faulty salaries is far 
broader than* that of any other occupational group in- the CSUc\yste 
And, although the average cost of funding the two years additional service 
credit bonus* was less for non-faculty than for faculty, the mOch 'greater 
potential savings associated with faculty replacements overwhelms these 
added costs. Thus, while the totaT cost of "funding the two years' addi- 
tional service credit bonuses for non- faculty totalled about $4.5 million, 
the CSUC Chancellors Office estimated that the total- potential savings 
(■that is, the savings without regard to normal retirement activiVy^attri- 
butable to non-faculty turnover was only about $2.3 million, resulting in a 
rtet.cost of at least $2.2 million in the first year. 

Easier in thi,s report, we noted Jhat when a faculty member at the 
top step' of the full professor range retires, the salary associated with hi 
positron is reclassified "to that of -an assistant professor, step three. 
The salary of a POSitionJVacated during the ERI program by a full professor 
at the top, step was therefore reclassified from $34 : ,476 down to $19,692 - 
a savings in the first year of $14,784. And,' 'as also noted earlier, the 
average cost per faculty retiree of funding -the two years' service' credit 
bonus was $13,600. After adjusting fbr-the costs of fringe benefits H 

s~ ■ ■ < 

♦ 

... " , 

11. VThe cost of fringe benefits is calculated.at 26 percent of the 
employee's salary. 1 ' 
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the potential' first -year savings attributable to any given faculty 

* \ • .V " 

ppsition equals about 137 percent of the cost of funding t:.e retirement 

bonus. , This fact is reflected in the results of the faculty simulation 
'model wherein apout 109 percent of the costs of funding the bonus are 
recouped during, tRe first year. (The recson why the mpdel shows 109 
- percent, and not 137 percent, is \:hat not all faculty retirees were at the 
top step, full professor salary" level .) 

Among non-faculty, in contrast,, no occupational category shows a 
rang? between its highest salary and its entry Tevel salary which even 
approaches that of faculty. For example, of the six non-faculty occupa- 
tional groups shown in Table 4, the group with the greatest number of par- 

- ■ L 
ticiparrU in the ERI program was secretarial employees, many of whom were 

. '* ■ \ 

classified as Clerical Assistant IV. The top salary for this position in 

1980-8?. is $17,808; when vacated, the position's salary was reclassified to 

$16,299 — a potential savings of only $1,901, after adjusting for the cost 

oY benefits. Assuming that this employee retired at age 62 (the average 

age of all ERI program participants), the cost of funding the two years' 

service credit fronus would have ranged from '$7,259 to $9,039. rn this 

case, then, the' potential first-year savings attributable to the Early 

1 Retirement Incentive program amount ^.to only 21 to 26 percent of the cost of 

funding the retiree.'s bonus. 

To show' that' the phenomenon illustrated by this example is not uni-. 

que to secretarial employees, consider the case of a CSUC v'ce-chancellor 

.at the top of his salary range, earning $69,540 in 1979-80. Had"this 
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employee retired under the ERI program, tfie salary for his position would 

have been reclassified to $57,288 iij. 1980-81 — a savings of $15,438, after 

adjusting for the cost'of benefits. Again assuming a retirement age ot 62, 

•however, the cost of funding .this employee's bonus would range from $30,637 

•to $38,148. Thus, the potential first-year savings attributable to the 

^retirement- of a ^vice-chancellor would' equal only 40 to 50 percent of the.. 

ost of funding this retiree's bonus — far less than the potential 137 i 3 

'ercent savings attributable to^a fadulty retirement. 

The final important difference^etweerj/faculty positions and those 

of other CSUC. employees relates' to the number of "steps" from the" entry 

level to the to@ salaries. While the range of salaries encompasses 13 

\ * 
steps for the former, that f the latter encompasses only five steps. 

< - x \ ' 

Thus,' even if a non-faculty position were vacated at fhe top step and ' 

■s \ #f ■ • \ 
reclassified to an entry-'evel salary,, the savings in, compensation costs 

thereby created would rapidly evaporate as the new hire was promoted. For 

this reason, it is unlikely that such savings over time would be sufficient 

to offset the substantial first-year deficits already noted. ' ' - 

Based- on these and other examples, then, our analysis indicates* that 

the cost of finding the two years' additional service credit for non-faculty 

employees almost certainly outweighs any savings generated by filling 

these positions with' new employees at a lower salary level. For this 

feason it is highly unlikely that the retirements of * non-facul ty "paid for 

emse^ves."' We therefore -conclude that the -CSUC-Early Retirement ' 

Incentive program is not a cost-effective means of inducing non-faculty 

employees to retire early. ^ This conclusion would also apply to othrr- CRi-type 

programs covering employees in occupations that do not have broad salary scales. 

. • . ' \ \ 
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CONCLUSION ' 

>» 

, Our analysis of the Early Retirement Incentive program offered 
• ** 
employees of the California State University and Colleges indicates that 

the results of the program are decidedly mixed: 

1 ' • During the three-month period that the Early Retirement Jncentive 

program was in effect, CSUC experienced nearly a sevenfold 

) 

• " increase ia retirement activity; with retirements during the * 
quarter jumping from a normal level of about 150 to a total of 
1,047. Yet, It is not dear that all of-these additional retire- 
ments were attributable solely to the ERI program,, and most of 

\ those who retired indicated tbat they would have reti red wi thin 
three years* anyway. 

• The vast majority of those who retired under the, ERI program 

\ 

9 * % * \ 

indicated that the availability of the two years of additional 

retirement service credit significantly affected their decisions 

t*. "to retire, but the effe\rt\Of the bonus as an inducement to retire 

\ 

was most pronounceci for those employees who already weHe 
indifferent between retiring now or later. Other- factors such as 

/ \ 

an employee's age, his salary, and the total valufe of the "retire- 
ment annuity to which he was entitled were of equal p or greater 
Importance \n influencing retirement behavior. * 
By inducing 390 white male, full-time facv* " members to retire, 
the ERI program created 'additional opportunities to address 
affirmative action hiring goals. Yet, even if all of the full- 
time faculty positions vacated under the ERI program were 




\ 
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filled by women or members of racial or ethnic minorities, 
the proportion of faculty repres'ented by white males would 
decline' by only 3.4* percentage points,. to 66.7 percent. If, on 
^ the other hand, the sexual , 'racial , and ethnic composition of the 
f replacements parallels that of the new faculty hired during the 
fic^t three quarters of 1980-81, the proportion of white male 
faculty will decline by only 1.5 ^percentage points to 68.5 
percent. 

. • Our analysis indicates that the Early Retirement Incentive 
program more than^paid for itself in. terms of faculty retire- 
ments. Our analysis indicates that by inducing faculty to 

• . retire, the program yielded estimated net savings ,af up to $6.8 
milliqjOfc the fol lowing 'seven years. For non-faculty, however, 
our analysis indicates that the program is^not cost-effective and 
that it will lead to undeterminable, but probably significant, 
additional costs to the state^^rrDTTanceTthe total fiscal 

» 

impact of the ER I, program with respect to all CSUC employees — 

faculty and non-faculty -- is unclear. 
. . Based on our analysis of the CSUC Ear'y Retirement Incentive * 
program, we make the following recommendation: n 

We recomme nd that. If the Legislature decides to offer an Early * 
Retire ment Incentive-type program to CSUC employees in the future, (1) ~ 
such a prb gram-include as one of its elements a limited "eligibility 
period, si milar to that of. the original program (three months) and (2) 
such a progr am not be offered until 1986-87 T at the eas iest, because our 
analysis indicate^ that : 



# The high level of participation in the original program (and the 
consequent cost savings for faculty) is largely attributable to the 
fact that the ERI program was offered for a limited time only, and 

• The optimal frequency of offering an ERI-type "program- to CSUC 
faculty is no more than every seven to eight years * 

/ 



..\ 
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APPENDIX A 
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Materials Sent Employees^ Included i 
In Legislative Analyst's Survey 

\ 

Covsr 1 stt Q r 

v ' . 

Questionnaire" sent to" 1,029 full-time CSUC employees who were 
eligible for the Early Retirement Incentive program 

Questionnaire sent to 329 full-tim e CSUC facult y whn retir e 
under the Early Reti rement Incenti ve program 



WACTER *V STOW— 



' 

1 v3 t* 



V«<UIAMG HAMM 



islature, 
tne dete'r* 
tna future, 
Iq theTegT-- 



Dear C$of Employee: • , ! 

We are writing to ask your cooperation irt.astudy of retirement withir. tne {ali- 
form* State University and Colleges, This study is, being conducted by the legislative 
Analyst's Office in eooperatim-wrth the CStte. Chancellors Office, pursuant to tne 
requirements of A& 876 (Chapter 656, Statutes of 1979) than "the Legislative An*l>st 
shall evaluate the results of the early retirement incentive prog rarih, .and its effec- / 
itiveness in preventing layoffs and shall report his findings to tne Ug)$Uture oy 
January 1, 198k" - ■ , . < \> 

,*Your responses to the enclosed questionnaire will greatly assist the ll 
in evaluating the impact of the CSUC Early Retirement Program and will aid 1 
^mination of whethe r similar benefits are of fered to other statfe employees- ij 
-^fherefsrer your cuopemton and thoughtful re'^dnse^rfe.WuaJTTe not only ], 
lature but, ultimately, to your colleagues in, CSUC a^d other state agencies 

; Please note' that we, are asking ypur participation in this survey whethe r, or not 
yo\> decided to retire under the provisions df the Early Retirement Program, iou have 
..,been\ chosen from a sample of alKCSUC employees who were eligible to^take advantage of 
the early retirement legislation, whether or not you actually did so/ Because the ' , 
S'iryey.uses precise scientific methods 'arnj a statistically, valid sample/ we feel. confi- 
dent that Mt will produce some very useful results. 4 ^However-, responses from all persons 
surveyed, whether or not they actually took, advantage of the Early Retirement Program 
are crucial to^the validity and usefulness of .the study, ' 

Once you complete the questionnaire form, please" return i t irrroedi.ateV tr< 
enclosed envelope. Your answers will be treated With the strictest confident 
Please do not' sign your name; a serial number onthe first' page identifies you 
The link between Respondent names and theJr serial numbers is ..ept in a locked 
will be destroyed' after the data are processed. Results from the study w'ill *r. 
to compare individuals but will be used only in systemwide statis ;s.« Copies 
final report will be avai 1 able «af ter January 1, 19S1- through this ff '^ 

He greatly appreciate yW participation *tn this survey. No or.* ^ can 

tute for you; your cooperation is essenti a if we -are to obtain repre-.&» aUvp 

If you should have^ny questions, please all Mr. Raymond M. Re^na™ *n> 3 
(916) 322-69p4. He will b<5 happy to assist you in anyway he ca-<. . * 

Sihcerel> , . 

\ . ^ILsa^y vd ; \Wv^v — : • 

' , - - ' William Gi Hamm » 

Legislative -Analyst ^ * . 
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C<tf;if ornia >Legi slat'ure 
Joint Legislative Budget £ommi ttee 

Legislative^Analyst's^fice % 

i,r^il m ° F THE DETERMINANTS OF knREMENT 
WITHIN THE CALIFORNIA STATE UNIVERSITt^ND COLLEGES 

Undertaken Pursuant to the Requirements of AB 876 
(Chapter '656, Statutes *of 1979) \ 



QUESTION 1 . 

• * * * 
» % 

o H ??' ma 2 y ^f- ears f. erv1ce * in pUulic em 'Pt9yf"ent dcryou have credited to- 
whe Public Employees 1 Retirement System (PERS) or the State Teachers' * 
Retirement System <STRS)? (Do not include, any extra service credit-granted 
W * he . E arly Retirement Program. ~If you, are a member of both PERS and 
include- total service credited to bdth N sys terns.) — ~ . 

. If. you have five (5) or more years ,6f service credit, please round 
your answer to the Nearest full year. If you'have less than five years 
of service credit, pjease give the exact number of years and months. 

- \ ' 

Years of service Credit 

» -- 

IF YOU HAVE LESS THAN JIVE (5) YEARS OF; RETIREMENT SERVICE CREDIT, 
CHECK THE BOX AT RIGHT 1 I--'- 

THEN STOP. DO NOT COMPLETE THE REf-lAINDER OF THE QUESTIONNAIRE. ' 
RETURN THE UNCOMPLETED QUESTIONNAIRE IN THE ENVELOPF PROVIDED. 



IF YOU HAVE FIVE OR MORE YEARS OF RETIREMENT SERVI^E^RElHt TcONTINUE . 

jQUESIIQN^ - - •- ' v 

--Please indicate your marital status: 

Married 



Not married 
(divorced, separatee, 
widowed or single) 



QUESTION 3. 

« 

How many days of work did you miss during the past J2--fficnTfhC' 
due to illness? ? 

^Jtmbpf of days missed due to illness 

TURN PAGE OVER AND CONTINUE WITH QUESTION. 4. 
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QUESTION 4. " ■ ; 

Please estimate' the current "vaTue of yourTieVasTets %if married, 
include net as.sets jointly held with your spouseJ7 Net assets are defined 
as:^ (a) the equity value" of yeur home (if you own it) plus anv other savings 
'or investments which you might own, MINUS (b) the v^lue of your outstanding 
debts.-,. * 

. Please round your answer to the nearesT^increment of $5,000. If you are 
a ne-t debtor (i.e., your Liabilities exceed .your assets), please answer ,$ 0 . 



Jo tat net. assets: $ 



QUESTION 5. 



Were you aware of the opportunity to receive two years of extra r 
T^tirement service credit provided by the Early Retirement Program? 
(This program, created by AB-876, granted CSUC employees retiring between 
March 27> 1980 and dune 29, 1980 ag extra two years of service credit 
toward their retirement pension benefits.) ~* . 



» * 

YES, I was aware of the program 
» • NO, I was not aware of the program 



QUESTION 6.' " ' 

i r ""~~ ' . 

Did you choose. to retire from CSUC under the Early Retirement -Program 
created by AB 876? . 1 



YES, I retired between -March 27, 1980 
-and June 29, 1980 ' 

NO, I did not retir\ between March 27, 
1980 and June'29,\980 • * 



QUESTION 7. 

IF YOU ANSWERED "YES" 'JO QUESTION 6, ANSWER QUESTION 7(a). 
. IF YOU ANSWERED "NO" TO QUESTJOJ^^ 

,§}-—- If- th^"^o"^years of -extra retirement service credTtTprovldea 
y the Early Retirement Program had not beeh available, when would you 
have retired? . , 

■» 

' . , At the same time 

Within the next year 

In" 1 to 2 years 

In 2 to 3>ear$ 

' Not for at least 3 years 

CONTINUE TO QUESTION' 8 AND THE REMAINDER OF THE QUESTIONNAIRE. 

• -78- ' . 



mmm 



IS: T 



b) When do you plan to retire? 



IFl' 



Within the next year ' 
In 1 to 2 years 
In 2 to 3 years ' y - 
Not for at least 3 years 



m C0MPL£ TE THE REMAINDER OF THE QUESTIONNAIRE. PLEASE CHECK 
TO SBE THAT YOU HAVE ANSWERED ALL PREVIOUS QUESTIONS COMPLETELY. RETURN . 
'THE QUESTIONNAIRE ,IN THE- ENVELOPE PROVIDED-. . ' 

QUESTION 8. ' - - . . v . *S 

v« u r 2££55K ? e of the following factors in .influence 

.ynur decision to retire now: . ^ ^ - ~ 

\j) PosslbtUty _of receiving no salary increase thTs' year 

if Proposition 5 (Jarvis Income Tax Initiative) were - 
to have passed ... 

. . Very- important- . «, 

. Important . -* 
> ' • .i — . 

.- Slightly important _ ^ J > 

Not important at all 



b}__Pj£sibjJ^Jbf_rec^^ 

were. to have passed .' 



Very important ■ 

Important 

-Slightly important 
" . Nojt important- at all 

• c) Desire to avoid the layoff, transfer or demotion ^of my 
; colleagues if Proposition 9 were to have passed " 

Very important 

v . ' •• Important 

' Slightly important 

"V.^ ' 1 ' Not important at all 

TURN PAGE OVER AND QONTINUE WITH QUESTION 8(d). . - , 



... O ' 
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» .QUESTION 8 (cont'd.) -,>.*. 

"- \ . • ' •• ' ^ •, '/ ■ ?V 

d) Financial incentive of two years 1 extra retirement service 
. . credit . provided by the Early- Retirement Program 

''."**' ' . , ■ t ', *\ 

• I Very important-- - 

.',-*■ - \r- 

-.- . ,-• . . • *' ■ Important 

i- ' ' ' Slightly important _ 

Hot important aTTn"~?L 



/ 



QUESTION 9. ,-• ' 

Do you plan to «ngage'<'i n other employment ioutside of CSUC) upon 
your ..retirement from CSUC? ? . 

v - , ' ■ YES, I have another position - 



YES, I plan to take another position 

but do not have one at tnis time 

r.... . . . f \ , 

NO, I do" not pTan to take another 
position 



IF YOU ARE NOT A^EACULTY MEMBER, STOP NOW. DO NOT COMPLETE THE REMAINDER OF 
THE iJUESItONNAtRE.^ ;> PLEASE CHECK TO SEE THAT Y OU ■ HAVE -^ANSWEREO-ALL- -PREVIOUS 
QUESTIC^COMPLETpLY. RETURN THE QUESTIONNAIRE, IN THE ENVELOPE PROVIDED.' 

IF YOU ARE A FACULTY MEMBER i CONTINUE . , ' V . 



. QUESTION 10; • * •' 

* . * • 

Do you. intend to return to CSUC to teach on a part-time basis Under 
„th^e4)royisions 7 off : ^he-Faculty-E^rTy-Retiremenl: PTanT (This plan al 1 ows 
faculty to return to the campus and teach 'one term per year.) 

, . . . , * *. no *_ 

***** *• *»* 

STOP/ PLEASE ..CHECK TO, SEE THAT YOU HAVE ANS^-RED ALL QUESTIONS COMPLETELY. 
"RETURN THE QUESTIONNAIRE, JN THE ENVElOPE PROVIDED. ' 



„ -California Legislature 
• • t ' dqint Legislative Judg^Commttt-ee ' 
Legislative Analyst T sOffice 

, " A StUDf OF' THE" DETERMINANTS^ 0F ; RETIREMENT 
JLTHIN THE CALIFORNIA STATE UNIVERSITY AND COLLEGES 

* 

Undertaken Pursuant to the Requirements of AB 876* 
. • (Chapter §56, Statutes of 1979) 



QUESTION '1 . 



thP pU&?*!L?? rS fTi- e in public em ^oy"ent do 'you have credited to 
RellVem^ (PERS) or the State Tea chers' 
by thTISH^R^imL^p. (D ° ^ T l nclude an * extra service credit granted 
STR^rSL ! t r? ment P^gram. If you are a member of both PERS and 
STRS, include total service credited to both systems.) » • 

. If you have five (5) or more years of service credit, please roiind 
your .answer to the nearest full year.- If you have less thJ'f ive years 
Of service credit, please give the exact number of years and month! ■ 

* -- . . Years of service credit _____ 

IF -YOU HAVE LESS THAN F^VE (5) YEARS OF RETIREMENT 'SERVICE CREDIT, > 

CHECK THE BOX AT RIGHT 1 _'„_ ■ '| — 1 

THEN -STOP. DC NOT COMPLETE THE REMAINDER OF THE QUESTIONNAIRE. 
RETURN THE UNCOMPLETED- QUESTIONNAIRE IN- THE" ENVELOPE PROVIDED. 

IF .YOU HAVE. FIVE OR -MORE YEARS OF RETIREMENT SERVICE CREDIT Att Njm^ 

•QUESTION 2. . . 

r i ! n B 1 ? 6 tw *° * ears of extra retirement service. credit provided bV the 
Early Retirement Program had not been .available, when would you have retired' 

«f?£d 9 ' 1V ?/° Ur bes L eS , timate 0f the n«*er of years untiT you wou?d hm ' 
retired. If you would have retired at the same time (irrespective of tfif 
extra two years of service credit), please answer Jj im?spectTve ot tne > 

'" , * _ I' would have retired in years 

QUESTION 3. 

* Do you intend .to return to CSUC to 'teach, on a part-time basis under" 

f iJ_K V JS ,fln J ° f + the + £ acult * Earl * Retirement Plan? (This " m a low ' 
faculty to return to the campus and teach 'one term, per year.) 

/• YES 

no ■ . 

• • -900 : 



. QUESTIONS. , ; 

Plea$e indicate your marital status: 
* * .• 

Married 

' ^ Wot married . : • * 

• w ' ° t (divorced, separated, 

widowed or single) 



question 5: 1 r ; < — ~ 

How many days of. work did you miss during the past 12 months, 
due 'to illness?. 4 t • ^ - • * 

\ 

. - Number of days missed due to "illness 

^QUESTION 6. \ . , . • ' < 

, . ;r~ Please estimate the current value of your net 'assets (if married, 
include net assets jointly hejd with your spouseTT Net assets are defined 
as: (a) the equity value of your home (if you own it) plus any other savings 
or investments which you might own, MINUS (b) ihe value of your outstandina 
\debts# . " • • 

Please round your a answer to the nearest increment of % $5,000. If you are* 
^ a net deStor (i.e., your liabilities exceed your-assets), please answer . $ 0 , 

' \ Total net assets: $ * 



STOP. PLEASE CHECK TO SEE T^AT YOU HAVE ANSWERED ALL QUESTIONS COMPLETELY. 
RETURff THE QUESTIONNAIRE* IN THE ENVELOPE PROVIDED. 



X 



J r"- 
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• APPENDIX BT 

-,- 

Documentation of • 
Faculty. -Simulation Model 



1. 

2. 

3.- 

4. 

5. 



Computer flow chart • w , -* - v * - " '• ' * 

Age distribution of newly-hired faculty 

Relationship between faculty age and average-saUry, 1980-81 

Separation rates, of faculty- aged" 49* or under • 

_CjlcuIatinglthaJ\ctuar-ial~ Present Value Of the retirement 
annuity — • _ — - . - 
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AGE DISTRIBUTION . { - 

OF NEWLY HIRED FACULTY T . 1 

« * 8 . • • . 

♦* ; * ' • . .*•**-' - ' f t • 

' „ . Cumulative ♦ Cumulative 

.Percentage Percentage . Age Percentage Percentage 

V" ' ' * 

' 0.91% " " 0.91% * % - 47 ' * 1.29% • 87.74% 
- * * 

0.91 ' r " 1-82 % ^48 • 1.29 • 89.02 

• • % * 

0.91 2.73 * . 49 . 1.29 90.31 

6.53 • 9.26 50 1.29" / 91.60 

.V-53 15.79- .51 0.79 . *- 92.39 

6.53 " 22.32 52 0.79 . 93.18 

6.53 28.85 - - * 53 0.79 ' ' . 93.97 

' ' V 6,53 , 35.38 V % 54 0.79 . 94.76 

4.52 39.'9Q 55. 0.79 '95,55 

• 4/;52 . , 44.44. / 56 0,41 ' .95.96 

4.52. 48.977 • 57 0.41 96,38 

4.52 53.51 ' 58 <\ 0.41 . .96.79 

~4>52 58.04 . . 59 '0.41 97.21 

* '3*49 61.53 60 0.41 97.62 



-3tW ^5t02- 61— — Ot2£ — ' 97r91~ 

3.4^9 • .68.51' . ' 62 0.29 98.20 

.... 

3.49 72.00 • 63 0.29 98.50 

3.49 , . 75.49 64 0.29 98.79 

1.93 77.42 65 ' * 0.29 99.08 



1.93 



79.36, 66 i 0723 ' ' 99.3} 



1.93 81.29 . 67 * 0.23 \ 99.54 

1.93 ' 83.23 : ' 68 0.23 99.77 

1.93 ^ 85*. 16 69 0.23 100.00 

1.29 86.45 



RELATIONSHIP BETWEEN FACULTY AGE 
'AND AVERAGE SALARY ' . 





Age Salary Age Salary '. Age S alary 

23 • $18*,271 39 $27,004' 55 $32,14l" 

♦ 

-24 18,729 40 27,543 56 32,241 

* 

25 19,186 , 41 '28,082 • 57 32,340 

26 . . 19,644 ' .42 28,622 ' 58 32,413 ' 

27 "20,102 , 43. 29,057 . . 59 32,461 

28 20,569 44 29,388- 60 32,510 

29 ' 21,044 - '45' 29,718-1 . 61 32,558 

30 21,521 46 -30,049 62 32,606 

31 21,997 -47. 30,379 ' • 63 32,739 

32 , 2E.473 . 48 30,679 64 32,514 

33 23,069 49 "30,948 ' , 65 ,32,288 

34 23,756 * 50 31,217 . . 66 32,062 

35 24,454 ,51* 31,486 •* 67 31,837 

36 ,25,150 ' 52. 31,755 68 32,708 
~rr 257847 '753 ir,94I 69 31,385 

: ' \ 

38 26,465 ' A 54 32,041 



r 



v s 



f •:- 



SEPARATION RATES OF FACULTY- 
. AGED 49 or UNDER 



Age Group 
25 or under 
" *26.to 30 
, 31 to' 35 
36 .to 40 

t 

41 to 45 
46 to 49 



Annua]. Probability 
cFFSeparation 

14.46% 

n.68 

11.37 
5.96 ' ' 
4.43 
\02 
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CALCULATING THE ACTUARIAL 
PRESENT- VALUE OF THE 
RETIREMENT ANNUITY 



The Actuarial Present Value (APV) of the retirement annuity is 



calculated using the following table, provided by actuaries of the^ Public 
Employees' Retirement Service: • . , * , -• 



Reserve Required Per Year 
Of Credited Service 



I. Reserve Required for. Each -$1,000 
of Final Monthly Compensation 



II. Adjustment for Coordination 
r With Social Security 



AGE 

50 
51 
52 
53 
54 

55 
'56 

57.; 

53 

.59 

50 
61 
62 

- 63 
64. 

65 ,. 

66 ' 
67 

■ 68 
^69 

20 



- HALES --. 

H, 848. 50 
1,921.50. 
1,997.00 
. 2^074.00 
2,158.50 

2,244.00 
- 2,335,-50 
2,429;00 
2,630.50 
2,634.50 

' 2-, 744. 50 
2,855.50 
2,961.50 
3, 067., 00 

s2,?81.0Q 

2,893^50 

•»2,855;oo 

: 2^.00 
• 2,8^.50 
% 2,533.00 



FEMALES 

52,144.00 
2,239.00 
2,337.50 
2,438.50 
.2,549.00 

2,'660.50 
- 2,780.50' 
2,904.50 
3,037.50 
3,176.00 

3,322.50 
3,472.00 
3,617.00 
• 3,763.50 
3,675.50 

3,586.50 
3,496.50- 
3,404.50 
3,311.50 
3,218.00 



2,446.50 - 3,130 0 



MAI rc ? 


rcPVilto 


$-246.50 


$-285.50 


-256.00 


-298.50 




Ol 1 Eft 
— Jll . 3U 


-277.00 


-325.50 


-288.00 . 


-340.00 


-299.00 


-354.50 


-311.50 


- -371.00 


-324*00 


-387.00 


-337.50 


-405.00 


-351.50 


--423.50 


-365.50 


-442.50 


-380.50 


-463.00 


-395.00 


-482.50 


-409,00 


-5Q2.00 


-397.50 


. •• -490.00 


r 386,00 


-478.50 


h374.00 - ' • 


" -466.50 


i362.06 


-454.00 


-350.00 


' -441.50 


c337.00" 


-429.00 


£-326,00 


-417.50 



TfK Factor for Continuance to Surviving Spouse (Harried Retirees 4 Only), 



A* Retiree Covered by Social Security 
B. Retiree Not Covered by Social Security 

. " -88- 



MALfi 
RETIREES 

1.0935 
1.1871 



FEMALE ' 
RETIREES 

1.0195 
4 1.0389 • 
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.\ The use of this table is illustrated by the following examples: 







Example 


Example- 
B 


Example 
C 


■ Example 
D 


* 


sex % - 

* - ♦ 




H 


-F--. 


M — 




Age * 






60 


53. 




jearS OT ofirvlCe 


•23 / 


5 


32 


• 18 *> 


. 4.- 


Harried? • . - 




Yes " ' 


• Yes ; 


• f No 


5* 


Covered by Social Security? 


Yes • 


' No 


' -No 5 , 


Yes i.- 


5. 


Final Monthly Compensation 


. $2,500 ' 


$2,500 . 


$2,000 


*• 


Calculation of APV of Retirement Annuity: 










Per $1,000 Final 
Compensation 


■ $2,981.00 




- $3,322.50 


$3,067.00 




(#6 x A) .- 1,000 . 


. : $7,452.50 




56, 545. 00 


$4,600.50 


c; 


Social. -Security 'Adjustment; 


-397.50 


N/A " 


N/A - 


-409.00 




(i* c) 


$7 ,€-55.00* 


'$7;452,5Q 


$6,645.00 


$4,191.50 


c * 




^?2,265;30 


$37,262.50 


$212,640.00 


$75.,447;0p 


F. * 


-Factor for continuance to 
spouse- < , : 


* • 

* . v . 1 0935 


. 1*1871 


- 1.0389 ' 


1*0 „ ■ 


a. 


APV of Annuity (E x F) 


Sl'77,436.78 


$44,234.31 


$220,911.70 


$75,447.00 
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Appendix c 

.'Simulated Fiscal Impact of CSUC 
Early Retirement Incentive -{ERI).- Program 



(Projected Actual Costs) 



7 



7 
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YEAR 



1$81*82 

1982- 83 

1983- 84 

1984- 85 

•J985-8S 
193(5-8? 
. 1987-88 
19tJ8-<f3 

1989- 90 . 

« - ♦ 

1990- 91 
-1891-92 
,4992-93 

1993- 94 

1994- 95' 



SALARIES + BEHEFtTS 
WW ERl iB)tyWT m 



$10,280,568 $13,195,208 

10,506,158 12,620,817 

10,725,543 12,493,723 

10,928,195 12,195,187 

11,137,451 12,000,390 

V.309,353 11,773,799 

11,454,565 11,639,913 

11. 578,41b 11, 544,518 > 

11,713,799 11,538,670 
.11,839,915.-41,591,590 

1 1,940, 967 * 1 J, 644 f 814 

-12,032,474 11,730,038 

12,118,067 11,775,639 

12,177,448 11,810,052 

12,245,844 11,878,037 



{for. 325 full -time facul ty po*i tlons 
t* vacated durfrg the E.R.I, progran) 
. AVERAGES FOR 25 SlfftlLATJONS 1 



OlFF'CEfA- 



$-2,914,720 
-2,314,639 
-1,768,180 
-1 ,265^992 
-862,939 

-464,445 
. -?85,348 
33,900 . 
175,129 
248,325 

296,153 
- 302,436 
342,428 
367,396 
367,807 



"PROJECTED ACTUAL C&tit 



Si 2 



YR S ERVICE 



$4,220,192* 



liEl COST 



$1,305,472 
-2,314,659 
-1 ,768,180 
-1,266,992 
. -862,939 

-464,446- 
-185,348 
33,000 ' 
• 175,129 
248,325 . 

296,153 
302,436 
342,428 
367,396 

J 67 * 207 



DISCOUNTED MET C OST 



"8T 



Tot 



51,305,472 $1,305,472 $1,305,472 *1 
-2,269,274 -2,225,634 -2,183,541 -2 
-1,699,519 -1,614,782 -1,573,674 -1 

~ U l&l\ S -^26.351 -1.063,791 -1 
-797,222 -737,644 -683,529' 



,305,4/2 $1,305,472 
,143,203 -2,104,235 
,515,929 -1,461,306 
,005,7.79 4 -951.910" 
•634,285 -589,399 



-420,663 
.-164,504 
29,512 
149,471 
207,787- 

242,949 

243,238 

270,002. 

284,009 

278,752 



V38« ,741 
-146,433 . 
25,761 
127,965 
174,470 

200,070 - 
196, .457 
213,880 
220,649 
212,399' 



-347,061 
-130,663 
22,545 
109,875 
146,983 



165,370 
159,320 
170,176 
,172,260 
62,681 



-316,094 
-116,801 
19,780 
94,617 
124,224 

137,176 
123,710 
135, 983 
135,091 
125,224 



-288,384' 
-10i,624 
17,396 
' 31..699 
105\314 

114,180 
* 106,002 
109,108 . 
106,422 
9b,?J55 
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APPENDIX D 



A Note on 
Research Methodology 



J 




' ' . ' -A NOTE ON RESEARCH METHODOLOGY - . 

The results reported herein are based on an analysis o'f t he CSUC 



Early Retirement incentive program, conducted over a one-^year period from 
June 1980 through June 1981. The analysis comprised thre^ major tasks: (1)' 
a survey of employees eligible - for the Early Retirement Incentive' (ERI) 
program, (2) the specification, and estimation of a formal model of retire- 
ment behavior among CSUC employees, and (3) the' specification arTd estima- 
tion,of a faculty flow model -to assess the fisca.1 impacts of the ERI 



program. 1 » » 

'SURVEY OF ELIGIBLE EMPLOYEES . ',• * ' • * 

• *• "The first task in the, analysis of the effects of the Early.. 
Retirement Incentive program involved surveyi. j two groups of CSUC , J 
•employees: (l^.aV'andom sample of all full-time CSUC employees, not .on 

leave, who, were age 50 or older* as of June 29. 1980 a rid ' (2)^e_-e£tttrje-_ 

.group of full -time' CSUC faculty, .not on leave, who. elected to retire under 
theJIRI program/ The 4 purpose of these^ surveys was twofold': first, to 
obtain subjective impression!* of the importance of several factors which 
might have influenced fenjployees 1 retirement decisions (including factors; \ 
related to the potential* impacts, of Proposition §) and, second, to obtain 
data which would be used in the other two 4^sks. Data solicited* by the two 
surveysjjncluded .information on ea^ch employee* # years of retirement service 
credit, marital status,' bea.lth, and net assets. In the case of tfte first 
survey (of eligible employees), these data would be used in modelling retire 
ment behavior; in the case of the second survey (of faculty' who retired) 
they would bemused in estimating the fiscal impact of the ERI program. 
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Copies of both questionnaires used in the surveys are presented in Appendix 

. -A. ._ 1 — : : ^ 

Using the data files of the CSUC Personnel Information Management 

System, (PIMS), a total, of 8,226 employees were ident/fied as employed • . 

fuU time, not on leave, and age 50 or older as -of June 29, 1980. From 

this population, .a one-eighth, systematic random sample was drawn, yielding 

1,029 individuals. This group received the f->st, general questionnaire. 
**** . • * 

In, addition, the PIMS data base was used to .identify those full-time 
faculty, not on <leave, who actually .etired during the ERI program's three-. 
, month eligibility period — a "population .of 329 inaividuals. Tne second, 
faculty, questionnaire was mailed to each tnember_of this group. Questionnaires 
were mailed to both, groups in September 1980.. 

• • " * ' 

Response rates to both the general and faculty questionnaires were 
quite good.. Of ti.e 1,029 general questionnaires distributed, 484 (47.0 
percent) were returned complete, ,102 (9.9 percent) were returned 'partially 
complete, and 360 (36.8 percent) We- not returned.. The balance, 83 
questionnaires, was either not JeliverabTrV was' sent to individuals who 
had less than five years retirement service credit. and, hence^ were ineli- 
gible^ for the, ERI program. , Jhe response , ate t0 the facu ,£, questionnaires... 
was everT better. Of the 329 questionnaires mailed, 185 (56.2 percent) : • 
were returned complete, 42 (12.8 percent) were returned' partially complete, 
and 82 (24.9 percent) were not returned!^ 

Shortly after the questionnaires were received at the Legislative 
Analyst's Office", r all responses were coded in computer-readable format. 
Data from each employee's questionnaire were than matched with other data <. 
for that Employee 'already on file in the PIMS data base; These data. 
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included information on'the esipoyee's age,, sex, race, occupational title, 

final compensationy ret iremelrlfy4ystem membership (PERS or STRS), and 

whether he. retired during J^ER^-pregy ^.' Using thcSo two so u^eeSiHtwo 

/ \ . jgW . ' . - . ; 

merged data files were created for respondents to the general and faculty 

^questionnaires, respect^ny* The merged data files contained no lnfor- 

mation which could bej||$ to identify Individual ^employees/ \ < ' 

Next, using tjt^'^atistical Package' for the. Social Sciences (SPSS), 

data,in the two merp^ffiles were subjected to preliminary analysis, encjom- 

passing the gener^fpn of descriptive statistics and crosstabulations, 

tests of differ^p^of means, an'd exploratory data analysis using linear 

regression. 1 C^t|f^ions were:perf2ftined on an^IBM 4341 computer at the 

state's Step\fi^iMuTe<ile Data Center. The purpose of thi£ oreliminary ana- 

lysis was to|^||^/the groundwork forAhe formal specification and estimation 

of the 0 rhm^M]Kt behavior model. 

RETIREMEj^pHAVIOR flPDEL , " \> ' . ' . 

^^escribed^ta the tefkt of this report, the retirement behavior 
model^Sf CSUC employee^ uses the statistical technique 'known as logit anal- 

■ htmi • ■ ' 1 v . • * ■ »v ' 

ysis^Voredict the. probability that an employee will retire, given his, 
age^^nul compensation, value of the retirement annuity, and ? ddrnmy 
variable indicating the presence of the-Early Retirement Incentive program. 

ml . » 1 

ffL'i Dat a for the retirement behavior model came from two sources: • (1) ♦ 
Aerged data file incorporating the PIMS data and the responses to the 
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\^§e)^feral questionnaires and (2) a data file derived solely ^rom PIMS, con- 
iksipting of a sample of Tirih-time CSUC employees who would have beep el i- 
;$|$3/ible for the ERI program, had it been offered exactly one year earlier. 

''fM$n • ■ - - - * 

ACfjJotaT usable responses from the first ^source numbered 581, or 7.1 percent 
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• (approximately one-fourteenth) of the population of 8,226 ftfrrWch' the • 

< Ore, a one-fourteenth, systematic randoh? 

• sample of^fulUttme CSUC employees, 'not on leave, who v^re age 50 or older 

. as of June: 2% 1979 was drawn, fr ? om the PIMS dsta base s The/tot^poputa,- . 

, tion thus identified consisted. of .8,398 individuals; of these, 500 were, 
included- in the sample!. * ' • . 

As noted, the model- of retirement behavior is based on the following 
data: whether or not the' employee retired during the specified period (In- 
dependent variable), his age, finaUcompensation 0 , -and the value of his 
annuity, and a dummy variable indicating whether the EK1 flrograir/w^s in 
effect; Data on all but one of these variables were avail aole from the 
PIMS'data base. To, Calculate, the Actuarial -Present Value (APV) v of an 
.employee's retirement annuity, however, data«on his years of retirement 
service credit were needed. (For employees who were eligible for the ERI ' 
program when it was offered in 1980, this information wcs obtained .through' 

\the general survey.) 

***.♦.» 
... .Because information on employees 1 retirement service credit was not 

readily available from either CSUC 'or PERS; only two alternatives remained 

for obtaining these data: (1) send out another mail survey for the sole 

purpose of gathering this informatio/i or (2)' approximate the number of 

. years of retirement service credit as a function of other, known, ■ 

information. For obvious reasons, the second alternative was chosen and 

the employees' years of service credit were approximated based on age„ 

' ' " -96- 



'final compensation, sex, and occupational class (faculty or non-faculty}. 1 
TK e estimate for the years of retirem ent^ service _ c redit so obtained was 
then used to calculate the value of the employee's retirement annuity, 
based on artable supplied by PERS. - * ' 

Finally, the data file on the two groups of CSUG employees (those 
eHgib^Ie^for the Ir: program in 1980 and those who would have been eligible 
had a similar program been offered in 1979) was reduced by about one-fourth 
through the elimination- of observations on individuals who were not covered 

* • 

by Social Security. This action was based on the reasonable assumption 
that tKe retirement behavior of employees covered by Social Security (who 
would be entitled to an additional annuity) differed -from that of employees 
not covered by Social Security. Removal of the observations of individuals 
not covered by Social Security reduced the size of the data set^from 1,181 
'to 908.- Of the 908 observations included in the final data' set, 433 came 
from the 1980 group and 475 from the* 1979 group. 

V • 

As noted, the parameters of the retirement behavior model were esti- 
mated using logit analysis. The logit technique differs from other curve- 
fitting methods (such as linear regression analysis) in several respects, 



T; the equation, based .ot^data from 549 Cs6c employees who were eligible 
for the ERI program in 1989, is as- follows:" 

Server W.678/K2.642 (Age) * 2.697 (Avesalry) + 0.935 (Sex) + 2*272 (Class) 

* 

. where Server is years of retirement service credit; Age is the 
employee's age minus 50, divided by 10; Avesalry is his annual final 
"compensation, divided by 10,<O00; Sex ?s a 'dummy variable for the 
employeels sex (1=M, 0=F); and Qlass is a dummy variable for occupa- 
tional class (l=Faculty,- /)=Non-faculty). * 
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one bf the most Important involves tfie. range of predicted probabili- 
ties, ^idwin the logit model is strictly between 0 and 100 percent, ' 
^IWftSSftr? ^FwTthfs and; other reasons, the logit model is particularly, 
appropriate to .the analysis of retirement behavior. 
The estimated logit^eguation is as follows:. 2 

T^T = (3?43) ^ "(?i2 5 21) (AveSa1ry) . + (8 4 72) (APV T ° ta1) + (4 2 o?} (ERI ° umy) 

t-staMstics in parentheses * v 
likelihood ratio = 893.70 * » • ^ 

The variables used "in the logit equation are as defined below. ' 

Definition of Variables 
Retirane'nt Behavior* Model 

P/ Probability that employee will retire during three.-month period 

Age Employee's age. minus 50, divided by 10. 



APV Total 



9 

Total Actuarial Present Value of employee 1 * retirement 
annuity (including APV "of two years' additional service 
credit, inapplicable), divided by 100 3 000_ _JL1 



Ave^alry- ..Employee's final-compensation (average salary paid ' 

employee -during most recent three years), divided by 10,000 

€RI Pummy Oummy variable indicating oresence of ERI program (1 ^ Yes, 
, 0 3 No) 

* * K / 

Z. The dependent variable in the logit equation, log l~npT may hi 
interpreted as the logarithm of the odds that a given employee will 
retire during the three-month period. For example, a probability of " 
.75 equals odds of '.75 to (1- .75), which eq»sls .75 to .25, or 3 
" to l~i?dds. 




) 
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To provide estimated retirement probabilities for the faculty 
simulation model, described'below, a second logit equation was estimated 
using a 'subset of the 908' observations on CSUC employees in general. 
This, subset consisted of 398 observations on full -time faculty, of 

* * — 

which -206 were from 1980c and 192 wei^e from 1979. The estimated logit ' 
equation for faculty only 4s as 'follows: • • 

l p * ^ 8 |5j (Age ) ~^2.931^ (Avesalry) + 1.911^APV Total) + 1.291 (EW Dunmy) 

t-stati sties- in, parentheses 

likelihood ratio.- 415.61 . 

The variables ..used in the faculty logit equation again are as defined above. 

The parameters of both specifications of the logit model were* ' 
estimated on ihe University of California at Berkeley's CDC 6400 com- 
-jniter, using the QUAIL statistical package. ' 

• * 

FACULTY SIMULATION MODEL \. 

The final task in the analysis of the Early Retirement Incentive 
program involved specifying and estimating .a model of faculty flow to 
be used in assessing the fiscal impact of the program. This simulation 
•model was built upon the foundations laid by the preceding two tasks: 
data on the faculty positions vacated during the ERI program came from 
the merged faculty-data file created during the first task, while the ' o 
sfecond task provided estimates of eacTTemployee's probability of 
retirement.. 

The faculty simulatidri model was programmed in the BASIC language — 
on the Legislative Analyst's "Hewlett-Packard 9835A minic'apjter. The general 
operation of the model is described in the main body or this report; a flow 
chart of the model is presented in Appendix 8, A brief discission of the 
model's accuracy follows. ' 
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Answering the question cf how accurately the faculty simulation 
^odel replicates the impact of the CSUC Early Retirement Incentive program 
poses a difficult problem, pbviously, the ultimate test W any model's 
accuracy is its ability to replicate observed behavior. Yet, for the first 
case analyzed*-- retirement behavior with the' ERI program - data-" *• • 

on actual future costs .will not be available for seiehal years ihile • 
for the second case retirement behavior without the/ERI program -~ cost • 
data will never be available. (It-TTriot possible to observe what actual 
retirement tehaviV would have been in the absence of the. ERI N program.) In/a 
sense, then,, the accuracy of the faculty 'simulation model cannot be assessed; 

. , In another sense, however, & simulation model is only as good as the 
assumption^oa'wh.ich- it Abased, and it is possible, to examined assump- 
tions underlying tljis model. The four key assumptions are as follows: 
. 1. the retirement behavior of full-time faculty, both with and 
N " C ^without *the ERI program, may be predicted based on four 

h variables: (1) age, (2) final compensation, (3) APV of the 
retirement annuity, and (4) whether the ERI program was in 

effect. »'• 1 

t - - 

2. The age distribution of newly-hiced, full-time -faculty "may'be ■ 
derived from the actual age distribution of 4:feis group during^ 
the three years immediately preceding the ERI program. " ■ " 

3. The salary levels- of full -time faculty may be est imate/ "based bo. 
. the actual relationship, during the three years immediately pre-' 

: ceding the £RI program, between age "and average salary.- 
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4'. .The relationships described .In assumptions 1 through 3, above, 
may "be assumed to remain constant over the period of time 
simulated, 

^As noted in the main_body of this report, the first assumption 
(remanding prediction of retirement behavior) appears justified: the logit" 
model used to calculate the probability of retirement accurately predicts 
the retirement decision in fully $5 percent "of % 398 cases oh which it is 
* based (retirement behavior of 206 faculty eligible fof retirement during 
March 27 to June 29, .1980, and 192 faculty eligible for retirement during 
March 27 to June 29, 1979). The -second assumption,' regarding the ages of 
newly-hired faculty, also seems quite reasonable. 

The third assumption, .however, may be* subject to some ^criticism in 
' that it implicitly assumes that the age/salary structure of the CSUC . 
•'' faculty at a point in time represents, the age/salary relationship 
experienced by a typical faculty member over time . How valid this assump- . 
tion is* depends, at least in part, on whether the observed age/salary 
structure is* relatively static or changing; 'unfortunately, evidence on this 
point is not available. 3 



A better alternative, perhaps, to ust<g the age/salary structure to 
determine a given faculty member's salary would involve gathering 
information on the probability that a faculty member at a given rank 
and step (e.g., assistant professor*, step 3) will remain in his current 
State or move to another "state" (e.g., advance one step, advance two 
steps, separate from the system). Unfortunately, the data necessary to 
implement this 'approach, which has been successfully employed in other 
faculty simulation models, were not available. See David S.P. Hopkins, 
• EX?" 5 * Ear1 y- R etirement Programs," Operations Research . 22 (May-June 
1974), pp. 455-67 and Paul Gray, "A Faculty Model for Policy Planning," 
Interfaces . 10 (February 1980), pp. 91-103. 
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_2*»J@l&Lt* af the the .fourth, and final, assumption Is- debatable. 

Obviously, it is highly .unlikely that the three prior assumptions will - 
rdntn constant .over the period simulated; the important questions to be 
answer^, hofcever, are: (1) by how much "do 'the assumptions vary over time? 
and (2) how do these variations affect the accuracy of .ne„cost 
projections? With respect to.these questions, it can only be noted. that 
|i) to the extent the first three assumptions vary, their variation is ' 
*. likely to be greater, the farther ahead *one attempts to forecast, and fc) 
sisterly, the variability of the cost estimates obtained is likely to 
parallel that of these assumptions. Injimple teems, the farther into the 
future one attempts to. forecast, the W reliably such forecasts become. 
Thus,, while we can be reasonably certain that the. estimated costs'for the 
first year are accurate, we are less confident about those in the, ^econd 
year, and so on. 'Similarly, a five-year net cost figure is probably more 
reliable than a fifteen-yeac figure. 

Another indication of the simul ationtirsodel ?s accuracy: relates to: 
the behavior .of the model itself: do the cost estimates vary widely from 
one- simulation to another? \f so, then the underlying phenomenon, which 'the 
model is attempting to reflect .(in this case, faculty flow) may be.iriherently 
unstable, in such cases, f simulation model is of little* use. 
Fortunately, the cost estimates 'provided by. the faculty simulation model - 
display a relatively .high degree of. consistency. In fact, for. the yearly 
n Uet Cost" figures presented in Table 13 (column E), 95 percent of the 
annual net cost estimates yielded by any given simulation will fall within 
a range of froa plus or. minus $50,000 to plus or minus $210,000 about .the 
figure indicated, depending on the year- examined. 



A final indication of the faculty simulation model's eccuracy is 
given by comparing the pr dieted number 'of facul ty early retirees who 
would have retired within a given time period, in the 'absence of the ERI 
program, to the early retirees' own estimates of when they would have 
rati red. Again, the facurtrrlimtatfoTi model performs quite well : 
the model predicts that 4 about 43 percent of the faculty early retirees 
would" hive retired in three years or less, while 55 percent of these early 
retirees responding to the* Legislative Analyst's questionnaire 4 inoicated 
that they would have retired within this time period, 



1 f 



T. Faculty retirees, covered by Social Security, who responded to the 
' general questionnaire. 
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